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October 17, 1978

MEMORANDUM FOR FILES

Subject: Iran - Telephone Call from Ms.Irene King, Morgan
- Guaranty Company, New York

Ms. King called to elicit the reasons for discrepancy between
Iran's data on nonmilitary imports as reported in IFS and industrial
countries' direction of export data for the first five months of 1978.
She also wanted to know the reasons for an apparent upserge in Iran's
imports during the current year. I informed her that these discrepancies
could be traced to differences in classification followed by exporters
and Iran for nonmilitary products. As far as upserge in imports during
the current year was concerned, it partly reflected the consequence of
stated official policy which aims at reactivating the private sector,
hence higher imports of raw materials and capital goods.

o ?@ /[w/

Zubair I bal 5
Economist
External Finance Division, ETR

' |

cc: Mr. Mookerjee
./ Mr. Richard C. Williams
Mr. Yaqub
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TO . Mr. Mookerjee DATE: August 4, 1978

/

FROM : John B. McLenaghan /%%1////
SUBJECT :  Tran—--Exchange Arrangements

Further to the comment at today's Front Office meeting concerning the
communication from the Iranian authorities (see attachment) I continue to
believe that the notification should be forwarded to the Executive Board for
information. While the statement by Iran indicates that no change in the
classification of the Iranian rial (i.e., the residual category "Other'") is
involved, it may not be generally known that Iran was not adhering to margins
of 7.25 per cent. The announcement could therefore be seen as animportant

development in Iran's exchange arrangements warranting the attention of the
Executive Board and Fund members generally.

Could we discuss this please.

Attachment

ees Mr. Sturc
Mr. Finch
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Office Memorandu m 451163

Mr. Jacques de Larosiére, Managing Director DATE: August 2, 1978

TO
/
FROM : J. Amuzegar
o/ g
SUBJECT : Exchange Afrangements — Iran

I have received the following cable from the Governor of the Central Bank
-of Iran regarding Iran's exchange regime which I submit to you for your information

"Pursuant to our letter of April 23, 1978 to the Secretary of the Fund
about Iran's exchange arrangements and in accordance with
Article IV Section 2 (a) of the amended articles of the Fund, the
following is Iran's exchange arrangements in effect as of July 29,
1978. The currency of Iran is the Iranian rial which is pegged to the
SDR at rials 82.2425 per SDR. Iran intends to confine exchange rates
for the Iranian rial within a target zone above and below the fixed
central rate in terms of SDR. The upper and lower limits of the
target zone will be based on the relative purchasing power of the
rial vis-a-vis that of the currencies of Iran's major trading partners
and other basic underlying economic conditions. The U.S. dollar shall
remain the intervention currency and the only currency the daily rate
of which is quoted by the Bank Markazi Iran (The Central Bank of Iran)."

Orig: ETR
cc: MED
Zﬁhn McLenaghan
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INTERNATIONAL MONETARY FUND

July 26, 1978 |

TO : Mr. McLenaghaq
FROM: Zubair Iqgbal 1")/

Subject: Iran: Classification According
to Exchange Regime

During the recent Article IV Consultation
discussions with Iran, I raised the issue of Iran's
classification for the staff paper on member coun-
tries' exchange regimes. The Central Bank
authorities indicated that they had no objection
to Iran's being classified as belonging to "other"
countries category along with Saudi Arabia and
Qatar which maintain fixed relationships between

| their currencies and the SDR with margins of up
to ¥7.25 per cent.

cc:  Mr. Guitian
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TO : Mr. McLenaghan DATE: July 24, 1978
FROM Zubair Igbal
SUBJECT : Iran - Recent Changes in the Exchange and Trade System

This note is aimed at summarizing changes in Iran's exchange and
trade system during the last year. It is based on information collected by
a staff team including myself during the 1978 Article IV consultation discus-
sions which were held recently with Iran.

On December 14, 1977 Iran discontinued the procedure followed since
March 1975 to change the rial/dollar rate whenever the dollar/SDR rate moved
beyond the 2.5 per cent margins on either side of the rate of Rls 82,2425 =
SDR 1 and remained outside these margins for five consecutive business days.
The Iranian authorities felt that this action was necessary because it had
become difficult to determine the durability of any change in the value of
the U.S. dollar and also because the procedure followed to adjust the rial/
dollar rate gave an unfair advantage to speculators. Furthermore, any
appreciation of the rial in terms of the dollar would have adversely affected
the government revenues from oil exports. In the authorities' view, it
would also have disrupted other exchange transactions which were primarily
denominated in dollars. The authorities therefore widened the margins from
2,5 per cent to 7.25 per cent in order to postpone the need for changing
the rial/dollar rate. On July 6, 1978, the actual rial/SDR rate exceeded
the upper limit of the widened margins. In place of the procedure followed

|/ﬂ/ up to December 14, 1977 for adjusting the rial/dollar rate, the Iranian

/

authorities intend to use a set of economic indicators, such as relative
rates of inflation at home and abroad, performance of nonoil exports, im—
ports and need for import substitution, and potential effects on government
revenues, in order to determine the need and extent of the rate adjustment.
However, the authorities felt that it was essential to ensure a stable
rial/dollar rate. Therefore, should the U.S. dollar depreciate further,
the Iranian authorities were not inclined to appreciate the rial vis-a-vis
the dollar just in order to stay within the margins.

The noncommercial exchange market expanded substantially in 1977/78
to US$4.2 billion and was fed by a transfer of US$2.1 billion from the Bank
Markazi Iran. Without such a transfer it would not have been possible to
maintain unified real/dollar rates in the official and noncommercial markets.
The authorities intend to continue sustaining the noncommercial market so
long as demand in that market does not expand abnormally, in which case they
would have to reappraise their policy.

There has been no change in the official policy toward Iran's
bilateral payments arrangement with Romania and no new bilateral payments

’va have been signed since the last consultation discussions.
‘O




While there have been no changes in restrictions on current payments,
which continue to be liberal, trade restrictions have been intensified.
Even though the list of imports subject to "prior approval" remains un-
changed for 1978/79, the application of this provision has become restric-—
tive as is evidenced by the prohibition of certain textile imports since
January 1, 1978. At the same time, commercial benefit taxes have been
raised on a large number of commodities including petrochemical products,
iron and steel, textiles, cement, tires, nonmetalic mineral products,
such as glass and ceramics, and electric cables and wires. The increases
range between 40 and 250 per cent (specific duties). This indicates a
reversal in the trend toward a reduction in these taxes initiated in

1974/75.

cc: Mr. Guitifn
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. Zubair Iqbal 4
FROM ubair Iqba ££/~

sUBiECT. lran — 1978 Article IV Consultation

A staff team consisting of Messrs P. Boxall, S. Hitti, S. Shaalan
(Chief), Ms. P. Curtis (all of the MED), and myself will be visiting Tehran
during June 25-July 17, 1978 to hold discussions with the Iranian author-
ities under Article IV of the amended Fund Articles of Agreement. This note
is aimed at specifying certain issues relating to Iran's balance of payments
developments, exchange and trade system, and the overall macroeconomic policies
which should form part of discussions with the authorities.

After experiencing approximate equilibrium in the balance of payments
during 1975/76 on account of conscious policies aimed at import liberalization
and expanded capital outflows, Iran is estimated to have registered a large
surplus of about US$2.3 billion in 1976/77. This turnabout in the external
payments situation is reflective of a sharply reduced net capital outflow
and some increase in trade surplus on account of stagnant imports. During
1977/78, the Government continued to follow restrained expenditure policies
to contain inflationary pressures and, at the same time, encourage import-
substituting industrialization through selective use of quantitative and
tax restrictions on imports. The net foreign assets of the banking system
registered an increase¥about US$3.2 billion in the first 11 months of 1977/78.
While the exchange system under which dual exchange markets operate remained
unchanged, the mechanism of the system in the official market was modified.
Effective December 14, 1977, the procedure followed concerning the change
of the dollar/rial rate under which whenever the dollar/SDR rate moved
beyond the 2 1/2 per cent margin on either side of the central rate and
remained outside the margins for five consecutive business days, was aban-—
doned to avoid unnecessary speculative pressures against the rial. As of
April 1, 1978, according to official Iranian notification of its exchange
system to the Fund under Article IV, Section 2 (a), Iran enlarged the mar-
gins either side of the fixed rial/SDR rate from 2 1/2 per cent to 7 1/4 per
cent. Over the 12 months ending in April 1978, the rial/dollar rate was
once slightly changed, while the U.S. dollar depreciated by over 5 per cent
during the same period. Consequently, the rial was effectively depreciated
vis—a-vis the SDR by about 5 per cent but still continues to be within the
widened margins of 7 1/4 per cent.

Since the forthcoming mission will be the first contact with the
Iranian authorities under the provisions of Article IV, Section 3 of the
amended Articles of Agreement, discussions should focus on the appropriate-
ness of the current exchange rate, procedures relating to it, and the
macroeconomic policies currently being pursued by the authorities. Iran
is attempting to achieve accelerated growth through diversification of



its industrial base away from the oil sector while at the same time keeping
a lid on inflationary pressures generated by increased spending made pos-—
sible by larger oil revenues. The balance of payments outcome over the
last few years has been the consequence of these two opposing policy
stances. In 1977/78 the realization of a large overall surplus appears

to be a reflection of cautious expenditure policies on the part of the
Government. At the same time monetary expansion was kept well below that
realized in 1976/77. Against this background, the mission should assess
the prospects for balance of payments during the current fiscal year
(March 20, 1978-March 19, 1979). 1In the event of a large projected sur-
plus, the staff team should explore with the authorities ways to eliminate
it in order to ensure a better allocation of resources in Iran and also to
assist in achieving a global equilibrium through lessening the strain of
ad justment on deficit countries. Conceptually, an appreciation of the rial
could be considered an approach toward this objective. But in the case of
Iran it will be difficult to justify such an adjustment given the fact that
the rate of inflation in Iran has been much higher than in its trading
partners during the last few years. As a matter of fact, the Iranian
authorities believe that the rial has been overvalued and it is for that
reason, apparently, that the margins around the fixed rial/SDR rate have
been enlarged recently so as to permit a downward float of the rial with
the U.S. dollar. Moreover, the authorities will be quite averse to such

a step because it might hinder their drive toward import-substituting
industrialization. The main determinants of the balance of payments
outcome in Iran, apart from the exogenously determined oil exports, are
government expenditure policies, credit to the private sector, and import
controls. Therefore, while the mission should review with the authorities
the changes in mechanisms relating to the exchange rate, concentration
should be on evaluating government financial policies. It may be neces-—
sary to emphasize on the Government the need for further import liberal-
ization and restoration of capital outflows (especially aid flows). In
view of the continued high inflation, it would be difficult to propose

a further relaxation in government expenditure policies to restore the
balance of payments equilibrium.

In addition, the mission should seek to review with the author-
ities the current exchange rate practices. Now that the formal procedure
followed since March 1975 to fix the rial/dollar rate has been abandoned,
attempt should be made to understand the indicators followed by the author-
ities in determining the need for a change in this rate. Official reasoning
behind the widening of margins around the fixed rial/SDR rate in April 1978
should also be evaluated. This action has made pegging of the rial to the SDR
somewhat meaningless which lets the authorities determine the rial/dollar rate
on grounds other than the dollar/SDR rate. Official intentions relating to the
current exchange system in the near future will also be sought. These recent
changes in the exchange practices may also have affected the operations of the
dual exchange market, such as the emergence of different rates in the two markets,
which will be worth exploring. Apart from the above, the changes in policies
relating to external trade also need to be reviewed. Recently import policy



for 1978/79 has been announced which has proposed quantitative controls on

a large number of imports to protect domestic competitors while, at the same
time has reduced commercial benefit taxes on a large number of import items.
Attempts will need to be made to determine the change in the overall restric-—
tiveness of the system.

The Asian Clearing Union has been in operation for over two years
now and the mission should collect information on its operations and on
difficulties, if any, in its effective functioning. A routine check should
also be made on the operation of the Regional Cooperation for Development,
especially in the light of the Izmir Declaration in early 1977. While
reviewing changes in exchange and trade policies, the mission should also
examine the restrictiveness of the bilateral trade arrangements maintained
by Iran and urge the termination of such an arrangement with Romania.

cciMy, Guitian.”
Mr. McLenaghan
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To: The Iranian Delegation in the International Monetary
Fund

Attached hereto for your information is a copy of
the Imperial decree relating to the implementation of the
law amending the Development and Public Credits Guarantee
law, along with a copy of the aforementioned law itself,
This law, after having been considered by the Senate, was
approved by Parliament and communicated to the Ministry
of Economic and Wealth Affairs in First Ministerial No.
20030 -- 22/1/2537.

The Director General of the
Office of the Ministry of
Economic and Wealth Affairs

Received in Correspondence S6EC.
Received from Translation Sece.

e ——



20030 -- 22/1/2537
The Ministry of Economic and Wealth Affairs
Notice is given herewith of the Impérial decree relating
to the implementation of the law amending the Development and
Public Credits Guarantee law, along with the aforementioned law
which, after having been considered by the Senate, was approved
by Parliament.
With the help of God, the Exalted One,
We,
Mohammad Reza Pahlavi Arya Mehr, Emperor of Iran,

(space for the esteemed Imperial signature)

by virtue of Supplementary Article 27 of the Constitu-
tion decree:

Section 1. The law amending the Development and Public
Credits Guarantee law which, after having been considered by
the Senate, has been approved by Parliament and is attached to
this decree, shall come into force.

Section 2. The Government is charged with the imple-
mentation of this law. Done on the ninth of Farvardin in 2537
of the Imperial era.
Number and date: 4 - 200 - 17/1/25%7 -- Special Imperial File

Law amending the Development and Public Credits Guarantee law

One Section. Section 3 of the Development and Public Cred-

its Guarantee law and the Notes thereto approved on the eighth
of Azar 1343 (2523 of the Imperial era); and Note 1 of the law
amending the aforesaid law approved on 26 Esfand 2535 of tThe
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Imperial era, are amended as follows and three Notes are ap-
pended thereto as Notes 4, 5, and 6.

Section 3. As of the date when this bill was submitted[?],
the sum of twenty thousand rials is to be collected from every
traveller holding an Imperial Government of Iran passport on
each occasion when he leaves the country for abroad.

Note 1., In addition to the aforementioned sum collected
from the holder of the passport, the sum of five thousand rials
is to be collected from each additional member of a family
travelling on a single passport.

Note 2. Children up to 7 years of age shall be exempt from
the payment of the sum referred to in this law.

Note 3. A reduction of seventy percent from the sum re-
ferred to in this law is granted to persons visiting the holy
places.

Note 4. The designation of those travellers who are not
covered by this law is to be made by means of a schedule drawn
up by the Ministry of Eccnomic and Wealth Affairs and approved
by the Economic and Wealth Affairs Commission of Parliament.
Until such date as the aforementioned schedule is approved, the
regulations already approvéd by the Cabinet with respect to ex-
emptions from taxes on exit from the country shall remain in
Torce,

Note 5. The issuance of a separate passport by Imperial
representatives abroad for persons covered by Note 1 of this
law shall be subject to the payment of the difference between

H:

the taxes on exit from the country and the base figure of twen-

)

Ty thousand rials fixed in this law,

Note 6. Vhen this law comes into force, liote 65 of the
national budget law for the year 1344 (2524 of the Imuerial era)



-3

and Note 28 of the supplementary national budget law for the
vear 1346 (2526 of the Imperial era) shall be abrogated.

The foregoing law, consisting of oﬁe section, was con-
sidered by the Senate in its session of Saturday, 13/12/2536,
and was approved by Parliament in its session of Thursday, the
twenty-fifth of Esfand, two thousand five hundred and thirty-
six of the Imperial era.

The President of Parliament
‘Abdollah Riazi

The original of the Imperial decree and of the law are in the
First File of the Minister.

Hulagu Rambod

Minister Counsellor for

Parliamentary Affairs

7

L
N






Ha gpze —

Cusrcspbn gincce
ze 4’0 /@bwvéﬂ"/ f“&ﬂ 1

June 7, 1978

#

MEMORANDUM FOR FILES

Subject: Iran -~ Tax on Travel Abroad

A law (copy attached) amending the Development and Publie
Credits Cuarantee law, was approved by Parliament on March 16, 1978 {
and implemented by Imperial decree on March 29, 1978. The law provides :
for an increase from Rls 10,000 to Rls 20,000 (approximately US$280) in :
the amount collected from every traveler holding an Iranian passport at
the time of departure from his country for abroad. Moreover, the amount
collected from each additional member of a family traveling on the same
single passport was raised from Rls 2,500 to Rls 5,000 (approximately US$70).

As in the past, the sale of foreign exchange for travel abroad
is not conditional on the presentation of evidence that the above fee has
been paid. The text of the law states that payment of the fee occurs
"when [the traveler] leaves the country for abroad.” On the basis of
this information the measure does not give rise to a current payments
restriction., However, the forthcoming mission to Iran may wish to
verify any relevant details of the amended law.

Maria Tyler

Attachment

cc: Mr. Mookerjee
My, MecLenaghan
Mr., Igbal
My, Nsouli
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1978 MAY 16 PH I: 0O 3L0178

CABLE
ROOM

ZCZC 248331 PDCO412 RMB6761 INUT91
ORIG: TRE
URWT CO IRTN 117 i CC: géAMUZE(‘AR

TEHERAN 117/115 16 1507 RES
MED

R
—SEC
MR «.¥W.0. HABERMEIER, THE TREASURER

INTERFUND WASHINGTCN D.C.

16 REFERENCE YCUR TELEX OF MAY 8,1973 | WISH TC INFORHM
YOU THAT PER DECREE OF COUNCIL OF MINISTERS, |RAN
STANDS READY TO PAY ON MAY 31,1978 THE AMOUNT OF THE
INCREASEIN ITS QUOTA WHOLLY IN IRANIAN RIALS. 25 PER
CENT OF THE AMOUNT

PAGE /2

PAY ABTE WHICH IS EQUAL TG SDRS

117 MILLION SHALL BE PAID IN CASHTO YOUR NO ONE
ACCOUNT WITH USAND FOR THE REMAINDER WHICH IS EQUAL
TG SDRS 351 MILLION THE MINISTRY OF ECONOMIC AFFAIRS
AND FINANCE WILL ISSUE NON— NEGOTIABLE NON— INTEREST

- BEARING NCTE PAY ABLE ON DEMARD TO

PAGE/3

THE INTERNATIONAL

MONETARY FUND PLEASE ADVISE PRECISE AMOUNT TC BE PAID
YOUSSEF KHOSHKISH GOVERNOR & 26/2/37 MARKAZBANK

COLL 16 8,1978 | WISH
TES? FUMBEZR CHECKS

31, 1978 25 117 351 883 26/2/37 ? Cable Room
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X INTERNATIONAL MONETARY FUND

May 10, 1978
Messrs. Finch and Mookerjee:
John's memo (attached) raises an
interesting question. I suggest

that the four of us find time sometime
today to discuss this issue.

A

Attachment }(_)\'\

. cc: Mr. McLenaghan

Donald K. Palmer




ffz'ce Memorandum

T0 *  Mr. Palmer 9 ok May 9, 1978
e

FROM  : John B. McLenaghan‘t/>/

SUBJECT - Tran--Notification of Exchange Arrangements

The communication forwarded by Iran under Article IV, Section 2(a)
indicated that whilst retaining a peg of the Iranian rial to the SDR, the
authorities had decided to specify margins of 7% per cent in respect of the
rial/SDR rate. Previously, margins of 2% per cent had been applied. Whilst
this change presumably does not necessarily signify any immediate adjustments
of the market rate of the rial, it indicates that the Tranian authorities
have moved to align their exchange arrangements in their basic form to those
maintained by Saudi Arabia and Qatar. 1In other respects, the Iranian authori-
ties did not amend the description of exchange arrangements prepared by the
staff (e.g., with respect to the dual market arrangements).

The Iranian statement raises two questions. First, Iran's notifica-
tion could be said to involve a change in its exchange arrangement, since the
margins of 7% per cent may be considered so large as no longer to justify the
classification of ''pegged" to the SDR, but more properly to place the Iranian
rial in the residual "Other" group of currencies. The latter classification
is applied to Saudi Arabia and Qatar, which also apply margins of 7% per cent
on heir SDR peg. Second, a fundamental question yet to be determined in the
light of the notifications received under the new Article IV is the actual
level of margins within which currencies may be deemed to be "pegged", and
beyond which currencies may be considered as belonging to the more flexible
arrangements covered in the residual category '"Other'". The Iranian action
pinpoints the need for a decision on this aspect before we can finalize the
latest quarterly paper on Classification of Exchange Rate Regimes. This paper
is to show the classification as of April 1, 1978, the date of the Second
Amendment.

cci v Mes Eianch
Mr. Mookerjee







Iran

The currency of Iran is the Iranian Rial which is pegged to the SDR
at Rls 82.2425 per SDR 1. Iran intends to confine exchange rates for the
Iranian rial within margins of 7 1/4 per cent in terms of the fixed relation-
ship between the Iranian rial and the SDR. Previously, Iran applied margins
of 2.25 per cent in respect of exchange transactions, based on the fixed
Iranian rial/SDR rate. The middle rate of the Iraniam rial for the U.S.
dollar, the intervention currency, and the only currency that is quoted by
the Bank Markazi Iran (the central bank) is determined on the basis of the
Fund's daily calculation of the U.S. dollar/SDR rate. The Central Bank of
Iran also publishes daily exchange rates for 12 other currencies‘l/ for
the purpose of the calculation of import registration fees and import
duties; these rates are based on the official rates for the U.S. dollar
and the London market rates for the currencies concerned.

There is a dual exchange market, consisting of a commercial market
(or official rate market) with fixed U.S. dollar rates and a noncommercial
market with fluctuating rates. Both markets operate within the banking
system.' The Central Bank stands ready to purchase from the commercial
banks, at official rates, any foreign exchange proceeds from exports of
goods and services. Import payments must in principle be settled in the
official rate market. Also settled at official rates are basic allocations
for certain authorized current payments (travel, study, and medical treat-
ment abroad) and, on the supply side, any export proceeds and other cur-

rent receipts converted by public sector agencies (including the National

!J Austrian schilling, Belgian franc, Danish krone, deutsche mark, French
franc, Italian lira, Japanese yen, Netherlands guilder, Norwegian krone, pound
sterling, Swedish krona, and Swiss franc.



Iranian 0il Company). Proceeds from exports other than o0il, oil products,
and natural gas, as well as the proceeds from exports of services, may be
sold either in the official or the noncommercial market. All other payments
and receipts are settled at the noncommercial market rate. However, trans-
actions over clearing accounts denominated in U.S. dollars are in all cases

settled at the official buying and selling rates.
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BANIK MARKAZI IIRAN

( THE CENTERAL BANK OF IRAN )

%; - %wvnat Tehran
16 May, 1978
IRS/ 161

Mzr. Ernest Sturc

Director,
Exchange and Trade Relations Dept.,

International Monetary Fund
Washington, D.C, 20431

Dear Mr, Sturc

With reference to your letter
of March 6, 1978 to Governor Khoshkish
and ours dated April 28, 1978 to Mr, Van
Houtven, enclosed please find more
detailed description of Iran's present
exchange arrangements,

Orig: _&_JTR Sincerely yours,

cc: Mr. Amuzegar

—Mr, McLenaghan
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Iran

The currency of Iran is the Iranian Rial which is pegged to the
SDR at Rls 82, 2425 per SDR 1, Iran intends to confine exchange rates
for the Iranian Rial within margins of 7,25 per cent in terms of the
fixed relationship between the Iranian Rial and the SDR, Previously
Iran applied margins of 2,25 per cent in respect of exchange transactions
based on the fixed Iranian Rial / SDR rate. The middle rate of the
Iranian Rial for the U.,S. dollar, the intervention currency, and the
only currency that is quoted by the Bank Markazi Iran ( the central
bank ) is determined on the basis of the Fund's daily calculation of
the U,S. dollar/SDR rate, The Central Bank of Iran also publishes
daily exchange rates for 12 other currencies 1/ for the purpose of
the calculation of import registration fees an_d—i_mport duties; these
rates are based on the official rates for the U.S, dollar and the London
market rates for the currencies concerned,

There is a dual exchange market, consisting of a commercial
market (or official rate market) with fixed U, S, dollar rates and
a noncommercial market with fluctuating rates., Both markets operate
within the banking system, The Central Bank stands ready to purchase
from the commercial banks, at official rates, any foreign exchange
proceeds from exports of goods and services. Import payments must
in principle be settled in the official rate market, Also settled at
official rates are basic allocations for certain authorized current
payments ( travel, study, and medical treatment abroad) and, on
the supply side, any export proceeds and other current receipts
converted by public sector agencies (including the National Iranian

Oil Company ). Proceeds from exports other than oil, oil products,

1/ Austrian schilling , Belgian franc, Danish krone, Deutsche mark,
French franc, Italian lira, Japanese yen, Netherlands guilder ,
Norwegian krone, Pound sterling, Swedish krona and Swiss franc.
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and natural gas, as well as the proceeds from exports of services,
may be sold either in the official or the noncommercial market, All
other payments and receipts are settled at the noncommercial market
rate, However , transactions over clearing accounts denominated in
U.S. dollars are in all cases settled at the official buying and selling

rates.







Mr. Mookerjee May 9, 1978
John B. McLenaghan

Iran--Notification of Exchange Arrangements

As I mentioned yesterday, the communication forwarded byhthe Iranian
authorities indicated that whilst retaining a peg of the Iranian rial to the
SDR, the authorities had decided to specify margins of 7% per cent in respect
of the peg of the rial to the SDR. Whilst this change presumably does not
necessary signify any immediate adjustments of the middle rates of the rial,
it indicates that the Iranian authorities have moved to align their exchange
arrangements in its basket form to that maintained by Saudi Arabia and Qatar.
In other respects, the Iranian authorities did not amend the description of
exchange arrangements prepared by the staff with respect to its dual market
aspects.

A question arising from Iran's notification is that it could be siid
to involve a change in its arrangement to the extent that, by specifying mar-
gins of 7% per cent, it may be deemed no longer to be pegged to the SDR but,
along with Saudi Arabia and Qatar, could now be considered as properly belong-
ing to the "Other" group of currencies. On the other hand, & fundamental
question yet to be determined in the light of the notification received under
the new Article IV is the level of margins within which currencies may be
deemed to be "Pegged'", and beyond which, currencies may be considered as
belonging to the more flexible arrangements covered in the residual category
"Other". This question is in need of early attention in view of the inten-
tion to produce the latest paper on Classification of Exchange Rate Regimes
as of April 1, 1978. The selection of this date &s the base for the latest
classification is in order to present a classification as of the date of the
Second Amendment.
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* INTERNATIONAL MONETARY FUND
" WASHINGTON, D.C. 20431

CABLE ADDRESS
INTERFUND

April 28, 1978

To: Mr. Leo Atver}]

From: Jahangir Amuzegar

//
l'l/
v
Enclosed please find a communication which I have received today
from His Excellency Youssef Khoshkish, the Governor of Bank Markazi

Iran regarding Iran's exchange arrangements.

Enclosure
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Bank Markazi Iran /) Aﬁ/lf
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(The Central Bank of Iran) ,\}@ é v
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April 28, 1978

Mr. Leo Van Houtven
The Secretary
International Monetary Fund

Dear Mr. Van Houtven,

"~ With reference to your communication of March 30, 1978, and
in accordance with Article IV, Section 2(a) of the amended
Articles of the Fund, I wish to notify you that Iran's exchange
arrangements on April 1, 1978 are as follows:

The currency of Iran is the Iranian Rial which is pegged to
the SDR at Rls 82.2425 per SDR 1. Iran intends to confine
exchange rates for the Iranian rial within margins of 7.25 per
cent in terms of the fixed relationship between the Iranian rial
and the SDR. Previously Iran applied margins of 2.25 per cent in
respect of exchange transactions, based on the fixed Iranian
rial/SDR rate.

Please note that the other aspects of Iran's exchange
arrangements remain the same as presented in the description
accompanying the March 6, 1978 communication from Mr. Sturc, and
yours of March 30, 1978.+

Yours sincerely,

ot e Youssef Khoshkish

///A//_/ T Governor

o Bank Markazi Iran

/







Iran

The currency of Iran is the Iranian Rial which is pegged to the SDR
at Rls 82.2425 per SDR 1. Iran intends to confine exchange rates for the
Iranian rial within margins of 7 1/4 per cent in terms of the fixed relation-
ship between the Iranian rial and the SDR. Previously, Iran applied margins
of 2 1/4 per cent in respect of exchange transactions, based on the fixed
Iranian rial/SDR rate. The middle rate of the Iranian rial for the U.S.
dollar, the intervention currency, and the only currency that is quoted by
the Bank Markazi Iran (the central bank) is determined on the basis of the
Fund's daily calculation of the U.S. dollar/SDR rate. Buying and selling
rates for certain other currencies 1/ are determined on the basis of the
official rates for the U.S. dollar and the London market.

There is a dual exchange market, consisting of a commercial market
(or official rate market) with fixed U.S. dollar rates and a noncommercial
market with fluctuating rates. Both markets operate within the banking
system. The Central Bank stands ready to purchase from the commercial
banks, at official rates, any foreign exchange proceeds from exports of
goods and services. Import payments must in principle be settled in the
official rate market. Also settled at official rates are basic allocations
for certain authorized current payments (travel, study, and medical treat-
ment abroad) and, on the supply side, any export proceeds and other cur-

rent receipts converted by public sector agencies (including the National

1/ The Australian dollar, Austrian schilling, Belgian franc, Canadian
dollar, Danish krone, deutsche mark, French franc, Italian lira, Japanese
yen, Netherlands guilder, Norwegian krone, pound sterling, Swedish krona,
and Swiss franc.




Iranian 0il Company). Proceeds from exports other than oil, oil products,
and natural gas, as well as the proceeds from exports of services, may be
sold either in the official or the noncommercial market. All other payments
and receipts are settled at the noncommercial market rate. However, trans-
actions over clearing accounts denominated in U.S. dollars are in all cases

settled at the official buying and selling rates.
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INTERFUND
WASHINGTON DC

FOR MR. JOHN MCCLANAHAN OR
MR. DONALD PALMER
EXCHANGE RESTRICTIONS DEPARTMENT

THE FOLLOWING LETTER WAS RECEIVED YESTERDAY BY MR. VAN HOUTVEN
FROM MR. AMUZEGAR.

QUOTE

*WITH REFERENCE TO YOUR COMMUNICATION OF MARCH 30, 1978, AND
IN ACCORDANCE WITH ARTICLE IV, SECTION 2(A) OF THE AMENDED
ARTICLES OF THE FUND, | WISH TO NOTIFY YOU THAT IRAN’S EXCHANGE
ARRANGEMENTS ON APRIL 1, 1978 ARE AS FOLLOWS:

THE CURRENCY OF IRAN IS THE IRANIAN RIAL WHICH IS PEGGED TO
THE SDR AT R1S 82.2425 PER SDR 1. |RAN INTENDS TO CONFINE
EXCHANGE RATES FOR THE IRANIAN RIAL WITHIN MARGINS OF 7.25 PER
CENT IN TERMS OF THE FIXED RELATIONSHIP BETWEEN THE IRANIAN RIAL
AND THE SDR. PREVIOUSLY IRAN APPLIED MARGINS OF 2.25 PER CENT IN
RESPECT OF EXCHANGE TRANSACTIONS, BASED ON THE FIXED IRANIAN
RIAL/SDR RATE.
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THE CURRENCY OF IRAN 1S THE IRANIAN RIAL WHICH IS PEGGED TO
THE SDR AT R1S 82.2425 PER SDR 1. IRAN INTENDS TO CONFINE
EXCHANGE RATES FOR THE IRANIAN RIAL WITHIN MARGINS OF 7.25 PER
CENT IN TERMS OF THE FIXED RELATIONSHIP BETWEEN THE IRANIAN RIAL
AND THE SDR. PREVIOUSLY [RAN APPLIED MARGINS OF 2.25 PER CENT IN
RESPECT OF EXCHANGE TRANSACTIONS, BASED ON THE FIXED IRANIAN
RIAL/SDR RATE.

PLEASE NOTE THAT THE OTHER ASPECTS OF IRAN’S EXCHANGE
ARRANGEMENTS REMAIN THE SAME AS PRESENTED IN THE DESCRIPTION
ACCOMPANYING THE MARCH 6, 1978 COMMUNICATION FROM MR. STURC, AND
YOURS OF MARCH 30, 1978.

YOURS SINCERELY,
YOUSSEF KHOSHK I SH

GOVERNOR
BANK MARKAZI| IRAN

UNQUOTE

STURC
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April 28, 1978

e Mr. Leo Van Houtven) L E
3 2 Vm/ cc: MED
From: Jahangir Amuzegar -,:\ Mr. McLenaghan

Enclosed please find a communication which I have received today
from His Excellency Youssef Khoshkish, the Governor of Bank Markazi

Iran regarding Iran's exchange arrangements.

Enclosure
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Bank Markazi Iran

(The Central Bank of Iran)

April 28, 1978

Mr. Leo Van Houtven
The Secretary
International Monetary Fund

Dear Mr. Van Houtven,

With reference to your communication of March 30, 1978, and
in accordance with Article IV, Section 2(a) of the amended
Articles of the Fund, I wish to notify you that Iran's exchange
arrangements on April 1, 1978 are as follows:

The currency of Iran is the Iranian Rial which is pegged to
the SDR at Rls 82.2425 per SDR 1. Iran intends to confine
exchange rates for the Iranian rial within margins of 7.25 per
cent in terms of the fixed relationship between the Iranian rial
and the SDR. Previously Iran applied margins of 2.25 per cent in
respect of exchange transactions, based on the fixed Iranian
rial/SDR rate.

Please note that the other aspects of Iran's exchange
arrangements remain the same as presented in the description
accompanying the March 6, 1978 communication from Mr. Sturc, and
yours of March 30, 1978.

Yours sincerely,

i " ' Youssef Khoshkish
% i Governor
- Bank Markazi Iran







5t

17 e
.G 2

MD
55735 IR o)
MR. AMUZEGAR

_MED .

APR 2 11978

JOEE Hl'sa wOVErnGr:

I refer to the Subaslay Account ecslablished on auguat 1,
Exescutive board Decision ho. 4775~(75/130) to asasist the moat
affecied mwenbers o mest the coat of usiay the 14975 Gi1 Facil
countries wiich may derive vemeflt froz tae Subsidy Account a
which sppsarec in the United Letions list of countriez “zosl
affectes” sud which were zenbera of the Fund at taad tise.
couLLrioe are listed in Aunex & to Lhe aboveempnlionel Decial
brecutive Dirsctors of $he Foud have, ¢n severasl ococasicna, ¢
whethor six msewpers, all of snlcn wsed tae 1¥75 CLll Fracility
#lizitle 1o receive copceazsicunal fisascial aesiotancs from th
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sericenly
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¢ Trust

Fund as developing countriea witn low per capita incozesz, snhouid alao

reveive & subsidy payment projoriionate $o laeir ase of the ]

Gy 9ii

Facility. 4Goese mewbers are aot ineluded iu the Jubsidy Accouant arrange-
pents btecBuze tawy wore ¢iilar LYt mendsre of the Fund at tae tizs the

list of reneiiciariss was gervesi opr gere net insladed in the

Unites

sations listing., The 23ix couniries are Grenansxu, salawi, sorecceo, Faruva

Hew Guines, the Philippinsy and deire.

It has been Puggested vy certais Lxecutive nirectors tha
iist of seneliciaries were to be sipundsd, spd i thero are o

£, 3% the
urplua fands

in tae Subsidy Acveant aller the preseatly sutboriced beusllcisrias lsve

regeived assistanes vt & rate of & ger cenl, they stould be &
propurtionately o $tie @ix additional ceunirleas.

istrivuted

Sinee discusaing the additicn of tue avove-seationed siz douatries,
wreonutive Lireclors Bava duclared Lambim to pe sligibie to receive Lalatcs

gf payusnts sssistunce on concessional terza {rom the Trast ¥

und, wita

reapect to ita secvnd perioa, 23 Laabia's per capita incoss iz velow the

esiling esatablisued as a criterion for imclasion ia tae jiiat

of monbers

eligible to recelve {insncisl mesiuvtance from the Trust. For ikhia reason
BExscutive Directors are pow azreed itnatl dambia could alpo guslily as 4
beneficiary of suo Suteidy Account, in the eveul toal the "siz” countries
menticned avuve wora addes %o the list of pansiiciaries, to recaive &
subsidy at the sace pate as the other iz menders. Aw Lasbia wiil e
addasd to tas Trust Yuad liet of e€ligitle members valy for tie jerioed
beginning July 1, 1470, eay sabsidy would be calgulated on the sasis of

charzes pald on Lulances Zamhls has outstandlsg wader toe 157
aiter that cate.

> 01l Faeliliy

i nave been asked by Lxecutive Directors o ascerialn youy-visss oa
these progosnls, Iin tais Gonmection, 1 saould point out thet toe deciaion

05 the Jubsidy accoaut provides tast any aswsis whion ressin
Accuunt 6o the date of itas teraination will be civided assss
in groportion %o their comtriszutioams. It aimo provides %taatl

in tas Jubsiay
the donors
iv tis list
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of beneficiaries in Annex 4 of the decision is amended, & douor can
oblais the returc of an emount egulvalent to the unzeed jporiion of its
contribution and maey camcel sny cotice of iuntestlon to mare furiisr
esutribulicus.

*ne future finsncisl situation of the Subsidy Account depsnds on
several factore wuich are subject L0 sowe uncertaimty. TSsese include
the timely recseijt of all coatritutious, tue pounible variction in iavent=
sent income ovar ine lifetiae of i1Le account and & rsduced veed Ior
subaidy payments becausy of possibtle guavanuce rezurchases ia respect of
anounls purchaszed under the 1975 Cil Facilitly &y bensficiarier congejuent
oL dunprovessals in thelr Gelence of payments and reserve positicus. ke
unceriainties make it difiicult at the present tice to Zorauisie preciss
proposals for lhe disposition of tho assets of the Sudbeidy accoust slineugs
4% nuw Geswe clear that there will Ce a surplus srter the pregsent Leneile-
viaries nave all received & pupsiday payzent &% a ruvs ol  por caal per
Guiuwe In these clrouusiances, wavculive Uireclors would projoee to uwier
the question of subdidy payments Lo the edditional seven mesbers until
guch time as tue surpluz in the Account fan ke eutablieled with precisien.

«ft the meantise, and in order o advance this gueslticun
advies Sic whether you could agree that Lrouada, XKalewi, =or
ded Guisesa, Fhilippines, Zaire enmc waabia be included in {io :
of beneficlaries, withoutl o change i tue contributien jeu aave jprozieed
to seke, for tue sventuwl cisbureeszext, in proporiion o toe use wade by
tese of She 197% 04l Facility, of say surples fupde renalicing aiter tas
digbursenent of sulelidy puymeante &1 a rate of 5 per cenl el annum bas
been zage t0 wll those ou tae llel &t present. OSach & subsldy can bw
paid when it bppeers cersals that thers would be & suarpivs, at & rate
not to eiceed bhut paid o the original epeceliciaries.

I propeose %o advise you a4l tae ezecutive Poerd of the ouscoze of
teie inguiry.

L would we soet gravelul for &n sarly resgonac.

Singerel; jours,

s Jonannes ¥itteveen
Hataging Jiregior

sonorablie louseel elionuxisn

bovernor of the laternational
MURSLRTy Fund Yor Iran

Benk sHuarisni lres

EFo Ue 508 5302

Teneran, iran

WOH/RHM:caz (Cleared with Legal - Mr. Evans)
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Governor

Bank Markazi Iran
P.0O. Box 3362
Teheran, Iran
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E: i bk As you were notified, Second Amendment entered into

| force for all members on April 1, 1978. Under Article 1V,
| Section 2(a) of the amended Articles éf the Fund, each

| member is required to notify the Fund, by May 1, 1978,

an the exchange arrangements it intends §° apply 1in
 fulfillment of its obligations under Aré%c[e IVY, Section 14
| The Executive Board of the Fund, in Deciéion

L No. 5712-(78/41), 3/23/78 has approved the procedures

lset forth in Section 2 of SM/78/81 for the initial
lnotification of exchange arrangements.

-2 . With reference to letter of March 6, 1978 from Ernest
L Sturc and the accompanying description of your exchange

- arrangements, please: (1)(a) confirm that the description
—eontained therein represents your exchange arrangements on
—April 1, 1978, and which you intend to apply; or

—€b) provide a corrected version or, if you prefer,
lalternative description of your exchange arrangements;

(2) provide relevant information and data as indicated in

Special Instructions

Repeat to
attached Llist

Distribution

cc: Executive
Directors
Area Depart-—
ments

MESSAGE MUST END HERE

Drafted by:

dBMctenmaghantig Py van Houtven
Department: CETn / NAME (TYPE)

P march 30, 1978 /]
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FOR CABLE ROOM USE ONLY

Operator:




ANy 0
mO=—<XxXmuwun

OFFICIAL MESSAGE
et INTERNATIONAL M{ONETARY [FUND

Full Rate [

Code 0 Washington, D.C. 20431

wumooOO>

13
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o
E: the description as of the date of the Second Amendment

BCRpri L 1, 1978); and (30 dYispateh fin. Tt imel so' that yodr
| communication reaches the Fund before May 1, 1978.

55 Please note that your reply to this communication
| in accordance with paragraph 2 above will serve

| formally to fulfill the obligation under Article 1V,

Special Instructions

2| Section 2(a) to notify the Fund as referred to in Distribution
11_paragraph 1 above.
w0 |lb. Further, Executive Board has approved procedures in
| Section IV of SM/77/277 for notification of subsequent

s Lchanges and asked that members be guided by the
, lconsiderations in that Section IV. The decision on

¢ -these procedures is subject to review by the Executive

s -Board not Llater than March 23, 1979.

«Regards

s—van Houtven

,lInterfund

1
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s A ORIG;
URWT CO IRTN 086 CC: MR. AMUZEGAR
TEHERAN 86/84 18 2023 M,

MR, McLENAGHAN

MR ERNEST STURC :
/ 74’92
DIRECTOR EXCHANGE AND TRADE RELATIONS 0453
By,
DEPARTMENT INTERFUND WASHINGTON DC i

REFERENCE YOUUR LETTER OF MARCH 6, 1978 TO GOVERNOR
KHOSHKISH PLEASE NOTE THAT OWING TO A NEED FOR AN
IN-DEPTH CONSIDERATION OF ALL ASPECTS OF THE |ISSUE. WE
ARE ASYET NOT IN APOSITION TO MAKE A Y XORMAL DECLARATION
F THE EXCHANGE ARRANGEMENTS IRAN INTENDS TO FOLLOW AFTER
THE SECOND AMENDMENT STOP HOWEVER IN THE NEAR FUTURE WE
SHALL COMMMUNICATE WITH YOU ON THIS MATTER ACCORDINGLY
STOP BAHMAN HOMAYOUN VICE GOVERNOR MARKAZBANK

coL 6, 1978
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REFERENCE YOUR CABLLE WU
I14TO OUR FILE FAILED TO
COMMUNICATION WITH THE OPEC

liiF GOLD SALE

g MANAGING DIRECTOR CF THE
P}

3 FROM GOLD SALE BY THE IMF,
5
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- CONTEXT OF THE COMMUNIQUE
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2 OF PROFITS FROM THE
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11, DATED IMARCH 8, 1973, ¥
INDICATE ANY

SPECIAL FUND OR

IMF REGARDING THE PROFITS

OUR POSITION REMAINS AS

STATED BEFORE BY OUR EXECUTIVE DIRECTOR IN THE

ISSUED BY OPEC FINANCE
SECOND CONCERWING DISTRIBUTION
| RAIL AT THIS TIHME

ITSELF OF THE OPTIOH THAT
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Bank Markazi Iran

RaDa Box 3362

Teheran, Iran
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w | MANILA ON OCTOBER 6, 1976, THE MINISTERIAL COMMITTEE

VwumMmXOO>

YOU WILL RECALL THAT AT ITS SPFCIAL SESSIONMN IN

5 |-ON MOMETARY AND FINANCIAL MATTERS OF OPEC MEMBER
w| COUNTRIES DECIDED TO RECOMMEND TO THE GOVFRNMENTS

s LOF CERTAIN MEMBERS, INCLUDPING IRAN, THAT THEY CONTRIPRUTE

Special Instructions

2 LLTO THE IMF TRUST FUND THEIR SHARE OF THE PROFITS FROM Distribution
w |-THE GOLD SALES MADE BY THE TRUST FUMND. THE MANAGING CC: TRE
MD
0 LDIRECTOR WAS ADVISED SOME MONTHS AGO THAT IRAN HAD DMD
MR. AMUZEGAR
o L INFORMED THE MANAGEMENT OF THE OPEC SPECIAL FUMD OF ITS ggg
s | DECISION TO TRAMNSFER ITS SHARE OF PROFITS FROM GOLD MED
, L.SALES TO THE TRUST FUND. SEC
4 - AS YOU ARE AWARE, THE TRUST FUND HAS NOT YET MNADE
;| -A DISTRIBUTION OF PROFITS TO AMY ELIGIBLE MENBER. YOU
 pWILL RECALL, HOWEVER, THAT THE EXECUTIVE BOARD OF THE
s -EUND DECIDED IN EARLY 1976 THAT ELIGIBLE MEVELOPIMG
,LMEMBER COUNTRIES WOULD HAVE AN OPTION TO RECEIVE /C
1
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Bank Markazi Iran
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o
[: DIRECTLY THEIR SHARE OF THE DISTRIBUTION OF PROFITS

;AT THE TIME THAT ANY DISTRIBUTION IS MADE, OR TO

| RECEIVE THEIR SHARE OF PROFITS AFTER THE AMENDED

| ARTICLES ARE IMN EFFECT AND TO SUBMIT NONCOMPETITIVE

| BIDS IN'THE FUND'S GOLD AUCTIOMS, AFTER THE AMENDED

| ARTICLES ARE IN EFFECT, UP TO THAT PART OF 25 MILLION

| OUMCES OF GOLD THAT CORRESPONDED TO A MEMBER'S SHARE IN
L TOTAL FUND QUOTAS AS OF AUGUST 31, 1975. HMNONCOMPETITIVE
| BIDS WOULD BE AWARDED AT THE AVERAGE PRICE IM BID

| PRICE AUCTIONS AMND AT THE COMMON PRICE IN COMMON PRICF
| AUCTIONS; PAYMEMT WOULD BE MADE TO THE FUND IN FOREIGM
| EXCHANGE SPECIFIED BY THE FUND.

| 3. IN PREPARATION OF PROCEDURES TO BE ADOPTED FOR THE
| POSTAMENDMENT GOLD AUCTIONS, THE FUMD IS ENQUIRING OF

| ALL ELIGIBLE MEMBERS WHETHER THEY INTEND TO AVAIL

| THEMSELVES OF THE OPTION WHICH PERMITS THEM TO SUBMIT

- HONCOMPETITIVE BIDS EVEM THOUGH SOME MEMBERS INTEND /C

Special Instructions
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E:- TO TRANSFER THE EQUIVALENT OF THEIR SHARE OF THFE

L PROFITS TO THE TRUST FUMD. WE SHOULD BE GRATEFUL IF
| IRAN COLILD INDICATE WHETHER IT THTEMDS TO AVAIL ITSELF
—OF THE OPTION TO SUBMIT NONCOMPETITIVE BIDS UP TO ITS
|__PROPORTIONATE SHARE IN 25 MILLION OUNCES OF GOLD TO BF

—SOLD OMN BEHALF OF DEVELOPING COUNTRIES. WE LOOK
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March 6, 1978

Sir:

I write with reference to Article IV, Section 2(a) of the proposed Second
Amendment of the Articles of Agreement, and in particular to the obligations
of member countries under the provision to inform the Fund, within 30 days
of the Second Amendment, of the exchange arrangements they intend to follow.

It appears that the Second Amendment may become effective in the near
future. In order to assist members to comply with the provision referred to,
and at the request of the Executive Board of the Fund, we are forwarding to
each member, in advance of the expected adoption of the amendment, a des-
eription of its present exchange arrangements, as understood by the Fund's staff.
It is hoped that this procedure will minimize any difficulties that might arise at
the time that members give formal notice under Article IV, Section 2(a). We
would be grateful, therefore, if you would review the attached statement of your
exchange arrangements and advise the Fund as expeditiously as possible if the
description is accurate or, if necessary, if you would provide a corrected description.

I would like to mention that these descriptive statements of exchange
arrangements, especially for those members that maintain similar exchange
arrangements, have been prepared along fairly uniform lines. If you would prefer to
provide an alternative description that would fit more closely the exchange arrange-
ments that you maintain, you would be most welcome to do so. In view of the likely
adoption of the Second Amendment in the near future, we would be grateful if
you would reply to this letter by eable.

Very truly yours,

Ernest Sture

Director
Exchange and Trade
Attachment Relations Department
Honorable ?ouss?f Khoshkisetl1
Governor of the Internation ;
Monetary Fund for Iran £ ;gf) e 55 4
Bank Markazi Iran £TED
P.O. Box 3362

Teheran, Iran
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Iran

The currency of Iran is the Iranian Rial which is pegged to thq SDR
at Rls 82.2425 per SDR 1. Iran intends to confiqg exchange
rates for the Iranian rial within margins of ... per cent in terms of
the fixed relationship between the Tranian rial and the SDR. At present
Iran applies margins of ... per cent in respect of exchange transactions,
based on the fixed Iranian rial/SDR rate. The middle rate of the Iranian
rial for the U.S. dollar, the intervention currency, and the only currency
that is quoted by the Bank Markazi Iran (the central bank) is determiﬂed
on the basis of the Fund's daily calculation of the U.S. dollar/SDR rate.
Buying and selling rates for certain other currencies 1/ are determined
on the basis of the official rates for the U.S. dollar and the London
market.

There is a dual exchange market, consisting of a commercial market
(or official rate market) with fixed U.S. dollar rates and a noncommercial
market with fluctuating rates. Both markets operate within the banking
system. The Central Bank stands ready to purchase from the commercial
banks, at official rates, any foreign exchange proceeds from exports of
goods and services. Import payments must in principle be settled in the
official rate market. Also settled at official rates are basic allocations
for certain authorized current payments (travel, study, and medical treat-

ment abroad) and, on the supply side, any export proceeds and other current

}j The Australian dollar, Austrian schilling, Belgian franc, Canadian
dollar, Danish krone, deutsche mark, French franc, Italian lira, Japanese
yen, Netherlands guilder, Norwegian krone, pound sterling, Swedish krona,
and Swiss franc.
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receipts converted by public sector agencies (including the National
Iranian 0il Company). Proceeds from exports other than oil, oil products,
and natural gas, as well as the proceeds from exports of services, may be
sold either in the official or the noncommercial market. All other pay-
ments and receipts are settled at the noncommercial market rate. However,
transactions over clearing accounts denominated in U.S. dollars are in all

cases settled at the official buying and selling rates.
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TO 2 Mr. Mookerje pATE: January 11, 1978
FROM Zubair Igba
SUBJECT : Mr. Nsouli's Note on "Iran: Alternative

Exchange Rate Policies'

I believe this note (attached) was prepared for Mr. Amuzegar
and intended to provide him with the various alternative options open
to Iran in the context of present circumstances where no procedures
exist to alter the rial/dollar rate. Mr. Nsouli concentrates on the
determination of a regime that would be the most suitable for ensuring
stability of the effective exchange rate and, after considering various
floating and pegging possibilities, concludes that the Iranian rial
should be pegged to the SDR because movements in the value of the SDR
have closely coincided with those of the import weighted effective
exchange rate of the rial. Iran could continue to use the U.S. dollar
as the intervention currency and changes in the rial/dollar rate could
be used to ensure a constant SDR/rial value and, thus, greater stability
in the effective rate.

Mr. Nsouli's suggestion is not significantly different from
the one followed (in principle) by Iran until very recently (even
though it was being done without any explicit intention to stabilize
the effective rial rate). The one innovation being proposed is the
more frequent changes in the rial/dollar rate in order to ensure
continuous stability of the effective rate. He believes that the
exchange rate practices of the recent past, where discreet changes
in the rial/dollar rate were based on a certain procedure, in effect
degenerated the sytem into one pegging the rial to the U.S. dollar
which adversely affected the stability of the effective rate. His
interpretation of Iran's exchange practices is borne out by the
movements in the rial/dollar rate which did not closely follow the
movements in the effective rate based on the SDR peg.

I agree with his analysis and conclusions but would like
to suggest that the Iranian authorities may explore the practical
possibilities of linking the rial to an import-weighted basket of
currencies which would ensure maximum stability of the effective rate.
In the absence of such an arrangement, link with the SDR would be ap-
propriate as the effective rate based on such a peg approximates
closely with the import-weighted basket. A word of caution: the
analysis underlying this note may need further elaboration if it is
going to form a basis for technical advice to the authorities.

Attachment

cc: Mr. Guitian o—"







Date: June 8, 1977

MEMORANDUM FOR FILES

Subject: Telephone Discussions with Commercial Bank Officials

Country (countries) concerned: Iran

Date: June 8, 1977

Name of Bank Official(s) : Irene King
Bank : Morgan Guaranty Bank, New York
Staff present: H. E. Jakubiak

Inquiries of bank official(s)

1) Inguired abtout the reason for the upward adjustment in Iran's
1975 imports as reported by IFS.

2) Asked if it would be correct to add an estimate of military

imports (derived from newspaper accounts) to the IFS 1975 import figures
to approximate actual total imports.

Replies by staff

1) The IFS import figure for 1975 was adjusted up on the basis of
information received from the Central Bank of Iran regarding the llkely
composition of the large errors and omissions entry.

2) No, it would not be correct.

Remarks:



MEMORANDUM FOR FILES Date:  May 5, 1977

Telephone Ay
Subject: /Discussions with Commercial Bank Officials

Country (countries) concerned: Iran

Date: Mav 5' ]977
Name of Bank Official(s): Peter Humber

Bank: Lloyds Bank (San Francisco)
H.E. Jakubiak

staff present:

Tnquiries of bank official(s)

Why does Bank Markazi Iran reporting of long-term debt repayments
for 1972/73 and 1973/T4 differ between the BMI monthly Bulletins and
the BMI Annual Report ?

Replies by staff

Usually, the Iranian authorities consider the data in the Annual
Reports to be more accurate.

Remarks:
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1O : Mr. Sturc "AT‘February 235 1977
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A staff team consisting of Messrs. J.W. Gunter, H. Jakubiak,
S. Nsouli (all from MED), N. Choudhury (FAD), and myself held 1977 Article XIV
consultation discussions with the Iranian authorities in Tehran during
February 12-16, 1977. The discussions centered around Government's demand
management policies, developments in the petroleum sector and external sector
including the performance of dual exchange market, a possible movement toward
adoption of Article VITII obligations, and the ratification of the Second Amend-
ment of the Fund's Articles of Agreement.

The real rate of growth of the Iranian economy slowed down in 1975/76
to about 5 per cent from 9 per cent in 1974/75 mainly as a result of an 11 per
cent decline in oil output. The prospects for 1976/77, though uncertain on
account of uncertainty with regard to oil sector performance in the last quarter
of the year are for a further slack in growth. Even though no firm direction is
discernible, the oil production is likely to decline due to stocks accumulated by
0il importers toward the end of 1976 and due to the adverse implications for Iran
of the present two-tier OPEC price system. In the first 20 days of January 1977,
0il output averaged 4.4 million barrels per day as compared with an average of
6.1 million barrels per day during the first nine months of 1976/77. The non-oil
sectors continued to grow rapidly, albeit at a slower rate than in the previous
two years; agriculture, however, manifested a quickening pace of activity on
account of favorable weather conditions. Iran is currently in the process of
formulating the Sixth Five-Year Development Plan (1978/79-1983/84) and, in terms
of sectoral investment, it is expected to give higher priority to the development
of the agricultural sector.

Reflecting the Government policy aimed at restraining excessive domestic
demand, the Government expenditures are anticipated to be kept below the budgeted
level of Rls 1,911 billion (SDR 22.6 billion) in 1976/77. The growth of Govermment
expenditures has been constrained by holding current expenditures to within the
budget estimates and by restricting the initiation of new development projects in
view of existing physical constraints existent in the economy. Even though the
budget for 1977/78 was not yet finalized at the time when the staff team left Tehran
due to uncertainty regarding oil revenues, the Iranian representatives indicated
that the fiscal policies for the next year would continue to be aimed at achieving
a trade off between the following two policy objectives: (1) accommodation of
demands placed on financial resources by current social objectives and capital
expenditure programs, and (2) combating the inflationary effects of an expanded
budget. It was, therefore, expected that the 1977/78 budget would incorporate
a 15 per cent increase in total nominal expenditures, but after allowing




for price increases, this would imply an unchanged level of expenditure in

real terms. As part of an overall relaxation of controls and to encourage
private sector investments, the Government has reduced subsidies and eased

its comprehensive price control program. The Government intends to keep the
subsidy program within manageable proportions and allow for subsidization of
only certain basic goods. However, this adjustment is expected to be effected
only gradually since the authorities felt that their recent experience with
removing all price controls on certain services was not encouraging and thus
necessitated gradualism.,

On the basis of monetary developments in the first three quarters of
1976/77 and the expected performance in the last quarter, the rate of monetary
expansion is expected to slow down to 36 per cent as against 41 per cent in
1975/76 and 57 per cent in 1974/75. This slow down was primarily caused by a
slower expansion of credit to both the public as well as the private sector.
Despite this decline in the rate of expansion in domestic liquidity, which re-
presented an improvement over the last year the authorities agreed with the
staff's assessment that a 36 per cent expansion was still substantial and while
not excessive in view of the real growth in non-oil GDP and the allowed rise in
prices, it would not sufficiently dampen the inflationary pressures built by
existing excess liquidity. Accordingly the Bank Markazi Iran has increased its
rediscount rate, and has continued to enforce strictly the legal reserve require-
ments; the rediscount facilities available to the commercial banks have been
reduced by about 50 per cent during 1976/77. The authorities, in their continuing
attempt at controlling inflationary pressures, intend to continue with the tight
credit policy during 1977/78 aimed at reducing the rate of growth of domestic
liquidity to about 25 per cent.

Iran's balance of payments performance continues to be strongly influenced
by developments in oil exports, rapidly expanding private sector imports, and large
net capital outflows. Iran experienced a dramatic reversal in its overall balance
in the foreign exchange receipts and payments statement in 1975/76 registering a
deficit of about SDR 420 million as compared with a surplus of SDR 5,220 million
in 1974/75. This reversal was precipitated, partly, by a 51 per cent increase in
imports reflecting the effects of import liberalization policies aimed at meeting
sharply expanded domestic demand and, partly, by only a modest increase in oil
export receipts. At the same time outflows under Iran's foreign loans and invest-
ments program more than doubled. Estimates for 1976/77 indicate a modest improve-
ment with an overall surplus of SDR 167 million as oil sector receipts are
expected to register a moderate increase of 5 per cent, while the growth of imports
is expected to decline to 6 per cent due to the impact of serious port and
transportation bottlenecks earlier in the year. Net capital outflows are projected
to be 30 per cent lower, reflecting larger drawings on foreign loans and reduced
outflow under the official loans and investments program. In view of the uncertainty
regarding oil exports in 1977/78, the official balance of payments policy appears
to be aimed at adjustment of official imports and foreign loans and investments to
changes in oil receipts with the objective of realizing an overall surplus of at
least SDR 750 million. Official projections, however, show a resurgence in private
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sector imports in 1977/78 in view of the high level of aggregate domestic
demand, the near full use of domestic productive capacity, and the easing

of transportation constraints. An important feature of balance of payments
developments over the last two years has been a significant increase in net
private capital outflows mainly as a consequence of domestic price controls.
The Iranian authorities, however, felt that this development was of little
concern since the magnitude of these outflows was very small as compared with
other magnitudes in the balance of payments. Moreover, these flows are taking
place through the noncommercial market on which the Government has no intention
of imposing any restrictions at the moment. Furthermore, the authorities
believe that since price controls have been relaxed, the trend of the private
capital movements is likely to be reversed.

While there has been no basic change in the official exchange and
trade policy, the operation of the dual exchange market has undergone changes
and, in consequence, the noncommercial market has become quite important. Due
to the relative ease with which settlements can be made in this market, an in-
creasing amount of transactions that would have passed through the official
(commercial) market have been settled in the noncommercial market; official
estimates place the size of this market at about 10 per cent of the commercial
market, and at least 50 per cent of transactions can be clearly identified as
belonging to the commercial market. Because of the existence of excess demand
for foreign exchange in the noncommercial market, the Bank Markazi (the Central
Bank) has intervened extensively through sale of foreign exchange in order to
avoid the emergence of dual rates; the Bank Markazi sales amounted to US$700 mil-
lion in 1975/76 and US$800 million by January 31, 1977 in 1976/77. The mission's
opinion was sought by the authorities on whether it would be suitable to allow
the emergence of a depreciated rate in the noncommercial market in order to
restore a proper balance between the two markets. The mission indicated that
the rates could differ as long as they were within the wider margin, but emphasized
that there did not seem to be any imperative reason for allowing the rates to di-
verge since the present system appeared to be working adequately well. However,
the staff suggested that, at their discretion, the authorities might consider
collapsing the system of dual markets into a single market given the fact that
the Iranian rial was effectively convertible and that there were no controls
on payments. For the same reason the mission observed that Iran should give
active consideration to moving to Article VIII status. The staff further
indicated that such a move would, among other things, provide very favorable
publicity and enhance Iran's prestige in the world financial markets on which
Iran's dependence had increased recently and was expected to grow further in
future. The official response was that the present arrangement was working
satisfactorily and, therefore, the authorities were not interested in moving to
the Article VIII status.

The commercial policy has remained more or less unchanged except for the
reduction in commercial benefit taxes on certain consumer goods intended to ease
the upward trend in domestic prices. A few textile products and some construction
materials have been moved to the list of imports requiring prior approval with
the intention of protecting domestic import substitutes. There has been no
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change in the official policy toward Iran's bilateral payments agreement
with Romania. No new bilateral payments agreements had been signed since
the last consultation discussion. The net deficit position of Iran under
existing arrangements increased by 41 per cent to SDR 64 million in 1975/76.
The Asian Clearing Union has been operating for over 15 months and Burma
joined as the seventh member on January 13, 1977; about 7 per cent of the
total trade among the member countries was settled through the clearing
house managed by the Bank Markazi Iran.

No change has taken place in Iran's foreign exchange reserve manage-
ment policy and it continues to be guided by considerations of safety, geo-
egraphical and currency distribution, and terms. In view of Iran's balance
of payments situation the Government intends to maintain minimum reserves of
equivalent to six months of imports and also to keep a large proportion in
highly liquid assets.

The ratification of the Second Amendment to the Fund's Articles of
Agreement was under active government consideration. The Government intends

to submit the Second Amendment to the Parliament in the next few days and it
is expected that the ratification will be completed within two months.

cc: Mr., de Looper
Mr. Richard C. Williams







Office Memorandum

TO : 3

Mr. lgbal ATH January 19, 1977
FROM Mark AllemA
SUBJECT : Iran - Regional Integration

The Trade and Payments Division is trying to keep up-to-date and
accurate information on the progress of regional integration arrangements
around the world. We would be grateful if you could look into Iran's
participation in such arrangements during your forthcoming visit.

According to our records, Iran participates in the Asian Clearing
Union (ACU) and the Regional Cooperation for Development (RCD). The head-
quarters of both organizations are in Teheran: the ACU in the Bank Markazi
and the RCD at 5 Los Angeles Avenue, Boulevard Elizabeth II, P.0.Box 3273,
Teheran. Tel: 638614.

We are very short of up-to-date information on developments in the
RCD. I believe that the Bank Markazi operates the RCD clearing scheme. Our
latest data on this scheme is from 1971. We would be grateful if you could
obtain information on the volume of transactions through the system during
recent years, the current size of swing credit and, if possible, most recent
version of the text of the agreement constituting it. Proposals have been
made to link the RCD clearing scheme with the ACU. Is anything on these
lines being done?

Newspaper reports indicated that new life was being breathed into
the RCD at a meeting in Izmir (Turkey) in April 1976. The idea was to create
a free trade area over a period of ten years and form a joint investment bank.
Have any steps been taken to achieve either objective, or are any under prepara-
tion? We would be grateful if you could obtain the text of any agreement
reached at Izmir.

As for the ACU, it would be useful to have data on recent transactions
under the scheme and information about any changes in the rules or size of
credit lines. Proposals haveé been made to extend the variety of transactions
eligible for the clearing / éf)anything been done in this regard?

9 =

Finally, the nonéttﬁned meeting, the G-77 and UNCTAD have been proposing
that all the clearing schemes of developing countries be linked under a sort
of umbrella, Developing Countries Clearing Union. What is the attitude of those
actually administering the ACU and RCD schemes to this idea? '

If you need any further information, we may be able to help you from
our files.

cc: Mr. Nowzad






;@‘ Office Memorandum

o e
SUBJECT :  Tran--1977 Article XIV Consultation L

-

2

TO :  Mr. Sturc DATE: January 4, 1977
FROM : Zubair Igbal L,_ %/ V\ﬁy X Al 7
5

A staff team consisting of Messrs. J.W. Gunter, H. Jakubiak, S. Nsouli
(all from MED), Mr. N. Choudry, Miss Chin (both of FAD) and myself is scheduled
to hold 1977 Article XIV consultation discussions in Tehran during the period
February 6-14, 1976. Part of the team, including myself, will reach Tehran
on January 22, 1977 to prepare for the discussions.

After having expanded at a real growth rate of about 11 per cent
during the five year period 1970/71-19T4/T5, the Iranian economy registered
only a 5 per cent increase in real income in 1975/76 (Iranian year ended
March 20) primarily on account of lower than expected petroleum exports in
that year as lower petroleum prices forced reduced output. While there was
some recovery in the early months of 1976/7T7, the overall growth performance is
not expected to be different from the previous year. In response to a four-fold
increase in revenues from oil exports due to higher petroleum prices in 1973/Th,
the government expenditure has expanded sharply and has resulted in a rapid
monetary expansion which, owing to supply constraints, has resulted in excess
demand and inflationary pressures. The Government, in order to contain these
pressures, has tried to keep the prices down through very comprehensive and
rigidly applied price controls and, at the same time, has tried to keep the
growth in government expenditures down. In 1975/76, the Government appears
to have kept the growth in expenditures down to 20 per cent as compared with
a 160 per cent increase in 19T4/T5. The Government also appears to have
abandoned the price controls which had created considerable uncertainties with
respect to private sector investments and had prompted private capital outflow.
Supply constraints such as limited capacity of domestic production units and
port conjestions mitigating against import-related relief of excess domestic
demand have, however, continued to operate. The money supply (including quasi-
money) which rose by 61 per cent in 19T4/T5 reflecting increased government
expenditures, registered a 40 per cent increase in 1975/76 due to reduced
expansion in the government expenditures and continued at about the same rate
in the first six months of 1976/77. The banking system's claims on the private
sector have, however, continued to increase rapidly. The monetary program of
the Bank Markazi, the central bank, envisages monetary expansion to be no more
than 35 per cent in 1976/77.

In response to a virtual elimination of exchange and trade controls and

a conscious policy on part of the Government to encourage imports, investments
abroad and expanded aid outflows, Iran has been able to achieve approximate
equilibrium in its balance of payments in 1975/76 when it registered a modest
overall deficit of about SDR 0.5 billion as against a surplus of over SDR 5
billion in 19T4/75. This was due to a sharp increase in net capital outflows
which amounted to SDR 3 billion and exceeded a much reduced current account
surplus of SDR 2.5 billion. The balance of payments prospects for 1976/7T are
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quite uncertain, and the final outcome will depend upon the bahavior of oil
export earnings and developments on the capital account. Initial expectations
are that oil exports will continue as strongly for the rest of the year as in
the first half of the year; thus, resulting in a large trade and current
account surplus in view of the fact that imports have not been growing rapidly
over the year. Developments in the capital account have been rather unpredict-
able. Iran has borrowed heavily in the Euro-dollar market with the objective
of meeting its investment and aid obligations. It plans to obtain about SDR 840
million for this purpose. At the same time the private sector and autonomous
public enterprises have already borrowed SDR €00 million. At the same time,
Iran has already prepaid most of the high interest bearing debt and initial
official estimates indicate that debt service payments in the current year may
not exceed SDR 250 million. Uncertainties emerge when these developments

are viewed in light of the fact that official reserves have been increasing

and at end-November they stood at SDR 8 billion or the equivalent of about seven
months of imports in 1975/76.

Iran's exchange and trade system has been progressively liberalized
since 1973/T4 and available information indicates that all current and capital
transactions are now virtually free of restrictions. The Iranian rial continues
to be linked to the SDR. Since January 1974k, a dual exchange market system
within the banking system has been in operation, the commercial market (official
rate market) with fixed U.S. dollar rates and a noncommercial market with
fluctuating rates. The trade system of Iran, however, provides considerable
degree of protection to domestic production of import substitutes and potential
manufactured exports. Iran maintains bilateral payments agreements with seven
CMEA countries, including Romania, North Korea, and the Peoples Republic of
China, and is a member of the Asian Clearing Union. Similarly, some payments
are also made through clearing accounts maintained with Pakistan and Turkey under
the RCD agreement.

The main thrust of the mission should be toward an assessment of move-
ment toward internal and external balance in light of the official policies and
likely developments in the oil sector. While the external sector equilibrium
was realized through import liberalization and large capital outflows, it has
not been possible to achieve internal balance and excess demand situation has
continued to persist. In this context, the mission should evaluate with the
authorities their fiscal and monetary policies aimed at eliminating the supply-
demand disequilibrium and suggest, if necessary, additional measures to achieve
the desired objective. In view of the fact that price controls do not appear
to have worked, and given that real incomes have gone up considerably, it
would be useful to suggest further dismantling of remaining price controls and
to allow the free market to speed up the process of adjustment.

With respect to the external sector, the mission should review recent
developments in the balance of payments and prospects for 1977/78 in light of
higher petroleum prices recently instituted by OPEC and likely developments
in the capital account. In view of the fact that even though foreign reserves
are at such a high level, public sector borrowing abroad has shown an increase
recently, a detailed assessment of capital account will be necessary to
ascertain official outlook toward Iran's investment and aid plans and also
its reserve management policy. The dual exchange rate system has now been




operating for three years and should be evaluated with regard to its mechanism,
distribution of transactinns between commercial and noncommercial markets, and
spread between the two rates. The mission may also seek to know about future
exchange rate policies and assess whether there was any possibility for a uni-
fied rate with free convertibility. In view of the de facto convertibility of
the rial, the mission should explore the attitude of the authorities toward a
move to Article VIII status. Even though adoption of amendments to the

Articles of Agreement of the Fund are likely to eliminate the formal distinction
between Article XIV and Article VIII, a distinctly separate treatment of coun-
tries with restrictions and nonconvertibility would continue to be applied.
Therefore, a transition to Article VIII by Iran prior to formal adoption of
amendments should not create any complications. In addition, the mission should
evaluate any changes in the exchange and trade system since the last consultation
and also examine the restrictiveness of the bilateral and regional arrangements
maintained by Iran. Information should be sought on the operations of the Asian
Clearing Union and the extent to which it has facilitated regional trade. The
mission should also urge the authorities to terminate the bilateral payments
agreement with another Fund member, Romania.

cc: Mr., Richard Williams
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INTERNATIONAL MONETARY FUND
WASHINGTON DG,

Toi His Excellency Hassan Ali Mehran

Governor, Bank Markazi Iran

Teheran, Iran i;;yr
Reference our conversation in Manila, It is proposed to
hold consultation discussions during the period Febtu;ry 6-14, 1°
Hopefully these dates are convenient for you; they are acceptabl
to Mr. Amuzegar. The advance party would arrive. in Teheran on
January 22 and consist of Messrs. Jakubiak and Nsouli of Middle
Eastern Department, Mr. Choudhry of the Fiscal Affairs Department

an economist from the Exchange and Trade Relations Department

and a secretary. Would appreciate Central Bank's assistance

in securing following reservations at the Intercontinental Hotel
four singles for 24 nights starting January 22; one singlé for
17 nights starting January 29; one suite for 10 anights starting
February 5. Please telex whether proposed schedule is agreeable
and confirmation of hotel reservations. Will telex arrival
particulars later. Looking forward to meeting with you. Best

regards.

Gunter
Interfund
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I received your cable regarding the use b

y the Fund of dl

SDR 20 millinn of Iranian rials with particular satisfaction.

I would like to express my warm appreciation for your

assistance and for Iran's cooperation in this matter and I look

{

forward to continuing the close relationship between Iran and

the Fund that has developed over the years.

With kindest regards,
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H. Johannes Witteveen
Managing Director
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ATTENTION: MR. Y.J. WITTEVEEN, MANAGING DIRECTOR : yf}ﬂ

FOLLOWING MY TELEPHONE CONVERSATIONS WITH MR. DAVID WILLIANS
OF YOUR STAFF ON THURSDAY APRIL 29, 1576, I AM HAPPY TO INFORM
YOU THAT WE ARE WILLING TO MAKE AVAILABLE EQUIVALENT OF

SDR 20 MILLION IN IRANIAN RIALS FOR USE BY THE FUND STOP I MUST
ADD, HOWEVER, THAT THIS ACTION IS BEINS TAKEN BY THE IMPERIAL
GOVERNMENT OF IRAN IN A SPIRIT OF COOPERATION WITH THE FUND AND
VOES NOT, IN ANY WAY, REFLECT ANY CHANSE IN OUR POSITION AS
EXPLAINED IN MY CONVERSATIONS WITH You IN KINGSTON, JAMAICA, ON

THE OCCASION OF THE MEETING OF INTERIM COMMITTEZ STOP

WITH WARMEST REGARDS HeAs MEHRAN GOVERNOR FOR IRAN
MARKAZBANK
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OUTGOING MESSAGE

OFFICIAL

INTERNATIONAL MONETARY FUND
WASHINGTON D.C.

Mr. Hassan Ali Mehran
To:

Governor

—RENREETREZT TTER —
Teheran (IRAN) }/

Re your telex of February 8 to Mr. Sturc my
itinerary and other material was airmailed to you a
week ago. I would confirm that I shall be leaving
Zurich on Wednesday February 25 at 1550 hours on
Swiss Air 378 and arriving Tehran at migh midnight.

Regastds.
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supsect :  Informal Visit to Iran T\ ‘\\f,.-” %

On his way back from Jamaica, Mr.Mehran called me from New York
te discuss my forthcoming visit to Iran. We agreed that it would be mutually
convenient for me to arrive in Tehran on February 25 and to stay for two
weeks. As regards the nature of my visit he confirmed that the Central Bank
was reviewing the operation, and possible expansion, of the Asian Clearing
Union and he thought that in this task I could be of assistance. He also
suggested that, should there be sufficient time, it would be useful for me
to meet informally with various Central Bank officials to discuss certain
matters within our competence (e.g., the MIN, the Generalized System of
Preferences).

During Mr. Jones' visit to Washington we had a discussion on a number
of issues. I informed him that en route to Tehran, I would be making a one-
night stopover in Geneva and might drop by the office for a brief chat. He
said this would be too short and suggested that, if possible, I should spent
a couple of days in Geneva. I feel that this would be useful in that it
would allow me to have informal meetings with the GATT secretariat (in
particular to discuss the program of balance of payments consultations for
1976) and to review with Mr. Jones and his staff a number of issues of common
concern. I would also be able to discuss, in person, Mr. Baban's performance
report and rating, which was our responsibility since he spent most of 1975
in our division.

Subject to your approval, I plan to arrange my schedule so as to
spend two days in Geneva., I would appreciate learning your decision on this

= = 58

ccs Mr. Palmer
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MR. ERNEST STURC CABLE /
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CC: MD
WASHINGTON D.C. \/ DMD

MED

UeSeA.

ACKNOWLEDGE WITH THANKS YOUR TELEX OF DECEMBER
10, 1975 CONCERNING MR, NOWZAD'S COMING TO TEHRAN

STOP WARMEST REGARDS HASSAN ALI MEHRAN MARKAZBANK
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Signature
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INTERNATIONAL MONETARY FUND
WASHINGTON D.C. 4 '-

Mr. Hassan Ali Mehran
To:

Governor

MARKAZBANK, Tehran (Iran)

. In reply your telex of December 8 to Managing
Director I take pleasure in informing you that Mr. Nowzad
has been authorized to go to Tehran in connect:}on with your
review of ACU. His precise date of arrival will depend on
dates of possible GATT meeting in Geneva in February and he
could visit Tehran before or foll;awing this meeting. If
GATT meeting does not take place he will be free to come
at a date convenient to you. He will communicate with
you precise dates as soon as possibke, mindful that February
would be your preferred date. I would consider a two week g

stay sufficient for the purposee-

Best reg&l‘ls,

ERNEST STURC

DO NOT TYPE BELOW THIS LINE
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July 28, 1975 k,s\/ CABLE ADDRESS

\R!( INTERFUND

URGENT

Po:s

M
o AV SRR

I have received the following cable from the Governor

From:

of the Central Bank of Iran:
"Effective from July 27, 1975 the buying and selling
rates for the US dollars will be Rls. 67.250 and Rls. 67.500

respectively."



EXECUTIVE DIRECTOFK

Fo:

From:

Orig: MED

cc: MD
( f!/gk -/( 2¢ DMD

514:—,—— LEG

INTERNATIONAL MONETARY FUND %«4 J RES
WASHINGTON. D. C. 20431 0 GHE
+ETR

July 25, 1975

URGENT

Mr. Witteveen, Managing Director

Jahangir Amuzegar [,
-

&

I have received the following cable from the Governor

of the Central Bank of Iran:

"Effective from today July 23, 1975 buying and
selling rates for U.S. dollars will be Rls. 66.766 and

67.016 respectively."

CABLE ADDRES
INTERFUND



IBANIK MARKAZI IRAN

( THE CENTRAL BANK OF IRAN )

ORIG, & ENC: MD
CC: DMD !
overror MR. AMUZEGAR Tehran / '
LEG . ¥
RES
TRE
.._E"—I:-B—MED July 8,1975
SEC

The Honourable H. Johannes Wittevee
Managing Director
International Monetary Fund
Washington, D,C, 20431,

Dear Mr. Witteveen,

On behalf of the Central Bank of Iran I
accept the proposal outlined in your letter of June
26, 1975 concerning the 1975 Oil Facility, and en~
close a photocopy of my telex of July 7,1975 to
you in this connection,

Very truly yours,

On. Y

Mohammed Yeganeh
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WE HAVE A MESSAGE FOR MR. JOHN GUNTER CAN WE TRANSMIT IT VIA 62%% 3
THIS NUMBER?+ :
YES PLS GA = i

P o b

247364
OK THFA THANK YOU VERY MUGHSHERE SIS 1SS =l Y
MAY 29 1975 3.
MR. JOHN GUNTER :
ACTING DIRECTOR
g5k AN

INTERUATIONAL MOMETARY. FUND ART A L
‘\.-Yr&.S\H l :‘GTO“ D. C- L
14 REFERENCE YOUR MODIFICATION OF THE EXCHANGE SYSTEM IN IRAN s
DATED MARCH 2, 1975 PLEASE CONFIRM THAT AT THE CURRENT SELLING .
RATE FOR THE DOLLAR OF RIALS 66.766 THE UPPER AND LOVER MARGINS 3

FOR THE DCLLER/RIAL RATE IS RIALS 68,3027 AMD RIALS 65.2968 $
RESRECTIVELY, THANKS AND REGARDS SHIRAZ! & [MARKAZBANK

WELL RECIEVED PLS?+

1ANM
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CENTRAL BANK OF IRAQ
btatistlcs & Research

Telegraphic Address G e e < Ui el U Bl g s Ml R e e R B Dept.
“Markazi Baghdad* ORIG: ETR ydu‘/
P.O. Box No. 64 cc: MD B el ylovesnesinansronnrssorenssteinsses
DMD W
MR, DEIF
Ref. No....AAL.292/..... " LEG 45 Baghdad.{..? ........ Jay......19]
RES o 1Y
MED 5. / 7
TR /Ii% ‘
Dear Mr. Witteveen, SEg e Qy ?
Your letter of May 1,1975 received due attention and
thorough consideration, commensurate with its importance, P
We, no doubt, highly appreciate every collective effort Q

to provide aid to the most seriously affected developing countr-
ies, and would very much like to make every possible contribution
to such efforts, We have already committed significant amounts
for this purpose.

However, for the proposal expressed in your letter above,

we would like to make it clear that Iragq has assigned all her
0il revenues to the prerequistes of financing major development
projects, currently underway, and imports of counsumer goods
urgently needed for our people.

Therefore, we feel sorry to see ourselves in a position

of not being able to contribute to the Subsidy Account under
consideration by the Executive Board.

We enclose, herewith, a copy for your information of

a letter to our Executive Director .regarding our comments on
contributions to this Account.

With my best regards.

Sincerely yours
*GA&ﬁT & Kacss
Governor
Dr. F, El-Kalssi

Honorable H. Johannes Witteveen,

Mana

ging Director, e S

Internatiornal Vonetary Fund,
dashington D.C,

U.S. -

A




Statisties & Research

AA/832/ 6, May 1975

Dr. Nazih Deif,
Executive Director
International Mone%ary Fund,

U824,

Dear Mr. Deif,

Reference to your letter April 10, we indicated our

opposition to the 50/50 principle during the last Interim Committee

meeting which endorsed establishment of a Special Account with
"appropriate contributions by o0il exporting and industrial -
countries", Thus, we are not aware of any consensus on the 50/50

sharing.

As to the Managing Director's modified arproach to contr-

ibutions to the Account, it is not clear on what criteria for
burden sharing it is based. It is reasonable to expect that any

sovnd crtieria should take into consideration the degree of

responsibility of oil producing countries in . causing IDC deficits.

An iddication of this degree can be found in the percentage of"
"the oil component in the increased deficits of IDCs in 1973-75.

The recent IMF estimates in ID/75/1 puts the oil component at
20 % “of the overall increase in deficits. If this criteria is

taken as a _basis for_ bupden sh il producers nnot
be expected %olcon ribute moreagﬁgg’tggg gércgngage go %ﬁe e

Special Account.

As to the discussions in the Board, lack of support
indicated by Executive Directors of major developed countries
regarding commitments and contributions to the Account, does not
encourage oil exporting countries to bear the burden of contrib-
utions alone, :

We wish our observations to be conveved to the Board and
Dirzctors of oil producers and communicate any further develop-
ments,

Sincerely yours

Dy iR ~K]l Kajssi
Governor

Aabed/4/5
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OUTGOING MESSAGE

INTERNATIONAL MONETARY FUND

FOR PREPARING OFFICER WASHINGTON DC.

D Night Letter ’ CC: MD
E] Full Rate DMD
L] cuce MR. AMUZEGAR
SPECIAL INSTRUCTIONS To: — GovepnRor LEG
: Bank Markazi RES
- M/75/L8 (3/L/175) PO, Box 3362 TRE
EB/75/29 (3/12/75) Teheran, Iran gTE}é
: MED

Executive Board took following decision March 12:
QUCTE
1. With effect from February 12, 1975, Iran advised the Fund
that it ceased to peg the Iranian rial to the U.S.dollar and
will maintain the exchange rates for the Iranian ria% on the
basis of Rls 82.2425 for one special drawing right. Iran will
continue to avail itself of wider margins of 2.25 per cent on the

special drawing right. In arder to avoid making frequent

. changes in the rial/dollar rate, occasional brief ‘
nonobservance of the margins might occur. ‘ 1

2. The Fund notes the intention o the Iranian authorities té

Drafted by ;K&yt
- ‘ maintain the excharge rate of the rial in terms of the value of the

ment SEC
WL

special drawing right as defined by Rule 0-3 and to continue to
pste_ March 12, 1975

avail themselves of wider margins.
UNQUOTE

AUTHORIZATION

P 5 Signature Anderson

Acting Secretary

Roger V. Anderson Interfund
er

Second Signature When Required

FOR CODE ROOM %' p
Time Received __llill_‘AOM';3/}3 75’/
Time Dispatched 11;5_6_4\0“0_
Number of Words (h_mnv )

tog_ 251109 | DO NOT TYPE BELOW THIS LINE
ROU'E' HUI' Illx . o E 7.
Operator HS Y %

S
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INFERNATIONAL MONETARY FUND
WASHINGTON. D.C. 20431

CABLE ADDRESS
INTERFUND

March 12, 1975
MEMORANDUM

Tos Treasurer
Internal Auditor .
Director, Exchange and Trade Relations Departmentl/
General Counsel
Acting Director, Middle Eastern Department
Secretary, IBRD

Froms The Acting Secretary Roger V. Anderson

Subject: Iran - Exchange System

At ERM/75/29 (3/12/75), the Executive Board took a decision
noting the intention of the Iranian authorities to maintain the exchange
rates for the rial on the basis of Rls 82.2425 for one special drawing
right as defined by Rule 0-3 and to continue to avail themselves of
wider margins of 2.25 per cent on the special drawing right.
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MEMORANDUM FOR THE FILES

From: John W. Gunter

Subject: Conversation with ‘N}L ran of Iran

At Mr. Amuzegar's dinner party on the evening of January 14 I had
& conversation with Mr. Mehran in which he made remarks of interest concern-
ing quotas of OPEC countries and Iran's lending for the 1975 oil facility.

(1) He said that during the course of the day he hed attended &
csucus of representatives of OPEC countries who were in town for the Interim
Committee Meeting, which had been primarily concerned with the question of
reletive quotas for the OPEC countries. There had been agreement by this
group that the OPEC countries should reject the propossl to increase the
reletive size of their quotas from 5 to 10 per cent. This group felt that
the OPEC countries should insist on 15 per cent end, if this were not agreed
to, the OPEC countries would not 2ccept any specisl increase. I understood
him to say that this position might not be stated clearly during the Interim
Committee proceedings since it hed to be regerded at this stsge &s tentative.
This position would come up for confirmation at an OPEC meeting scheduled for
Jenuary 24 in Algiers. Mr. Mehran drew an analogy between "decision making"
by the OPEC group and similar actions by the G-10.

(2) Mr. Mehran said thet he was concerned sbout how Iran would
finance its appropriate perticipation in the lending arrangements for the
1975 oil facility. He said that oil income in the next year was already
substantially earmerked for either domestic purposes or external investment.
The situation was such that if the Ministry of Finance were to take on a
large commitment for the oil facility it would have to borrow from the
Centrel Benk. I noted that while it might be that oil income was already
eppropriated for various purposes the expectation was that Iran would have
& substantial balance of payments surplus which would be reflected partly
in a large increase in the foreign exchange holdings of the Central Bank.
Thus, if there were difficulties in the Ministry of Finance borrowing from
the Central Bank, an slternative might be for the Central Bank to be the
lending agency for the 1975 oil facility. Mr. Mehran inquired whether the
Fund would regard a loan to the Fund as an appropriate esset for the Central
Benk to hold; he noted that the Central Bank typically placed its reserve
holdings in assets having a maturity of one year or less. I said that we
regarded sn outstanding loan to the Fund as being an sppropriate reserve
esset since it could be converted into foreign exchange on demand if needed
for balence of payments purposes. Mr. Mehran said that this matter would
require further study. f
cc: The Managing Director

The Deputy Menaging Director
Mr. D. Green
Mr. Polsk
Mr. Gold
Mr. Hebermeier
«Mr. Sturc

Mr. Rey
Mr. Selehdar
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" INTERNATIONAL MONETARY FUND

Feb., 13, 1975

To: D

MED

RES

TREAS
SEC

William B. Dale



EXECUTIVE DIRECTOR

To:

From:

INTERNATIONAL MONETARY FUND
WASHINGTON, D. C. 20431

February 13, 1975

CABLE ADDRESS
INTER“E ND

V14

Mr. Witteveen, Managing Director

Jahangir Amuzegar

Attached please find a copy of a telegram which I

just received from His Excellency Mohammed Yegengh, Governor

of the Central Bank of Iran.

Att:
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FEBRUARY 13, 1975

..

.E. JAHANGIR AMUZEGAR
EXECUTIVE DIRECTOR
INTERFUND

WASHINEGTON D.C.

2 PLEASE ADVISE THE FUND AUTHORITIES OF THE FOLLOWING
DECISION TAKEN BY CBl.

QUOTE WITH EFFECT FROM FEBRUARY 12,1975 |RAN HAS ESTABLISHED
A CENTRAL RATE FOR THE IRANIAN RIAL EQUAL TO RIALS 82.2425
FOR SDR ONE. |RAN WILL CONTINUE TO AVAIL ITSELF OF WIDER
MARGINS. UNQUOTE KINDEST REGARDS , MOHAMMED YEGANEH
GOVERNOR €7X MARKAZBANK
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Drafted by__ AMAL-Samarrie/sj
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Signature

1ton / il
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Second Signature.When Required

Anna Watkins

FOR CODE ROOM
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Time Dispatched
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INTERNATIONAL MONETARY FUND

WASHINGTON D:C. -
CC At MB
DMD
To: Bank Markazi Iran Mr. Lieftinck
' P.0. Box 3362 Mr. de Vries
Teheran, Iran EURO
LEG
No. 29 RES
ETR
Reference Fund cable No. 28 SEC
TRE

and borrowing agreeﬁent between Central Bank of Iran

and Fund of Augﬁst 13, 1874,

1. In accordance with paragraph 2(b) of above-mentioned
3,943,768,435

borrowing agreement please credit Iranian rials fequivalent

to SDR 48,000,000 to Fund's No. 1 Account with

fourselves, value December 27, 1974 under cable

a&vice to Fund.®

2. Please debit Fund's No. 1 Account and place these

Iranian rials at the disposal of Banque Nationale de Yougoslavie

Belgrade value December 27, 1974

under cable advice to Fund,

Belgrade

3. Banque Nationale de Yougoslavie,/ has requested

the Fund to instruct you on their behalf to convert
above-mentioned Iranian rials into U.S. dollars and

to pay proceeds, US$58,318,105.83 *eGOETTOnI

&K to thelr account with

Federal Reserve Bank of New York, New York value
December 27, 1974. Please cable execution.

4. Reference your cable No. 8.

Nonnegotiable instrument of Fund indebtedness for
(cont'd)...
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Signature
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Second Signature When Required

Anna Watkins

FOR CODE ROOM
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INTERNATIONAL MONETARY FUND
WASHINGTON D.C.

Yo Bank Markazi Iran

OFFICIA

¥505 Box 3362
Teheran, Iran

=g

= ivalent to SDR > §
an amount equivalent to 48,000, 000 n
accordance with paragraph 3 of borrowing agreement
will be airmailed.
5. Fund will revalue its holdings of Iranian rials
48 of " Sinuhare i gady. < (RSN S 499 7y9
per rial as determined under Rule 0-3(c) (1), i.e.,

derived from SDR value of U.S. dollar under Rule O-

3(b) OB pacember 19, 1974 nanely,
0.823072 per U.S. dollar. Cablﬁxgg}%%ggi
Treasurer
INTERFUND
Test No.

DO NOT TYPE BELOW THIS LINE
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Date December 17, 1974

Signature

WEDale
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FOR CODE ROOM
Time Received 6:00 POM-

Time Dispatched 6:30 P.M.

Number of Words (2 Min. )

Log 23153

Route I'IT, X

Operator JEH

SEC.17

INTERNATIONAL MONETARY FUND
WASHINGTON D.C. CC: MD
DMD
A,  MR. AMUZEGAR

‘ LEG
To: GOVERNOR YEGANEH / ey

BANK MARKAZI
TEHRAN, IRAN - W

-

SEC
With respect to my telex to you of December 13,

you will have gathered from the context of paragraph 3,
that the words "Iranian rials" should be substituted for
the "(currency)" in the first sentence of that paragraph
and no parentheses should have been around the word

"further" in the last sentence. T

1577 7™\

N
y ) %
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Y N

DALE .
ACTING MANAGING DIRECTOR -

DO NOT TYPE BELOW THIS LINE
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& Office Memorandum Db [Rany

T0 : Mr. Mookerjee pATe: December 3, 1974
FROM : Yukio Iura /}%3

sussect - Back to Office Report on Iran - 1974 Article XIV Consultation

The following are some of findings of the recent mission to Iran
(November 16-23, 1974) to which I want to draw your attention. Minutes of the meetings
on balance of payments, exchange system and commercial policy are also attached.

1% Exchange System

In January 1974, the Central Bank authorized two exchange markets, a commercial
(or official rate) market and a noncommercial (or free rate) market. Foreign exchange
proceeds received by the public sector (mainly oil revenues) and import payments were
to be effected at the official rate. Non-oil export receipts, authorized invisible
payments and authorized capital transfers were permitted to be effected either at the
official rate or at the free rate. All other exchange transactions were to be effected
at the free rate. Unlimited access to the free market for any purpose effectively
eliminated all remaining exchange restrictions. Distinction between the official rate
market and the free rate market does not make much sense at present, as the two market
rates for the U.S. dollar (the intervention currency) have been identical since June
1974. The mission observed that the authorities had been operating the markets in
such a manner which would result in the observance of the wider margins and the 2 per cent
spread between buying and selling rates for the intervention currency. The Iranian
authorities stated that, while they would guide the exchange markets in such manner under
normal circumstances, they could not rule out the possibility that the two exchange rates
might deviate in certain exceptional circumstances, such as when a sudden and large inflow'
or outflow of capital occurs. The Iranian authorities promised that they would notify |
the Fund and seek its approval when and if the two exchange rates diverge more than
2 per cent spread and/or exceed the wider margins agreed with the Fund. In practice,
however, it appears to be unlikely that the free rate of the rial would depreciate or
appreciate significantly against U.S. dollar in the immediate future. Given firm control
of the Central Bank on domestic bank lending activities and bright prospects for domestic
investment opportunities, sudden and large capital outflow would be highly unlikely.
Capital inflow had been limited to the repatriation of the Iranian exchange holdings
abroad, and foreigners portfolio investment in Iran had been negligible because of the
unfamiliar nature of the Iranian capital market.

In Iran, certain exchange transactions take place in the street shops outside
the banking system. These transactions are tolerated by the authorities. The un-
official market rate came sharply close to the official rate, when unlimited access to
the free rate market within the banking systems was announced. The rate difference
between the unofficial rate and the official rate is currently about 1 per cent, compared
with 6 per cent in August 1973. The street shops normally contend with smaller handling
charges and sometimes offer better services than authorized banks.

The Iranian authorities stated that, for the time being, Iran did not intend
to move to Article VIII status in the Fund.



2, Commercial Policy

Since the higher oil revenue came into reality, Iran has liberalized imports
under quantitative restrictions, and reduced level of import taxation rather sharply.
Commercial policy measures by Iran in the past year to reduce import costs were equi-
valent in effect on imports of a revaluation of the rial of about 10-12 per cent. These
included a sharp reduction in the import registration fee, substantial reduction in
commercial benefit tax and import duties, a steep decrease in the prior import deposit
requirement and increasing the subsidization of essential food imports. The mission
emphasized that further progress in eliminating quantitative restrictions could be
implemented by Iran. But the Iranian authorities explained that domestic industry
especially on consumer goods must be properly protected because most of them were on
early stage of development, but they stressed that excessive protection would be re-
viewed carefully to protect consumer interest, and mentioned examples of refrigerators,
radios, and television receivers, which were temporarily suspended from prior approval
of the Ministry of Commerce as from the beginning of the current Iranian year (March).

Regarding the 'Declaration on Trade Measures', the Iranian authorities stated
that they would study the matter carefully but it appeared that they were not particu-
larly enthusiastic about the declaration.

3 Balance of Payments Developments and Reserve Management

As expected, the Iranian authorities emphasized their rapid progress in
reducing overall balance of payments surplus. They envisage overall surplus of US$7
billion in 1974/75 (ending March) and US$4 billion in 1975/76 (see Table attached).
Current account surpluses in both years would exceed US$10 billion. Key items for
external adjustments were imports and the Government loan activities. Import payments
include substantial amount of advance payments, which should be treated as capital
transaction. For 1974/75, the mission recorded known advance payments for public sector
imports (US$0.8 billion) as official capital outflow, but the magnitude of private
advance payments is not clearly known. Government loans include contributions to the
Fund oil facility (US$0.7 billion in 1974/75), which might be treated as monetary
movement in the final report. It appeared to me that the Iranian authorities had been |
extremely cautious in selecting Government loans and investment opportunities. Priority
has been given to the projects to assist the industrialization of Iran itself, notable
example was the loans to France for joint venture work, and purchases of the Krupp
stock to acquire technology from the company. The authorities envisage a larger loan
and investment activities of this nature in 1975/76. Assistance to the developing
countries has been limited in scope. The Iranian authorities did not want to discuss
detailed individual terms and conditions of the loans to other developing countries,
stating that these were politically sensitive.

Iran's external reserve rose by about $4 billion so far this year and stood
at US$6 billion at the end of September. The Central Bank regards a level of reserves
equivalent to about 6-8 months imports as being adequate, and the present level of
reserves is considered as more or less adequate for the present. The general policy is
to hold reserves in the form of maturities of one year or less, and the Central Bank
expects that there would be a disposition to move increasingly into the medium-term
category. Since the level of reserves had risen sharply in recent months, the Central
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Bank set up a Foreign Reserve Committee within the Bank to guide operation of external
reserve management. The Iranian authorities acknowledged a recent development that
sometimes larger Eurodollar banks applied lower interest rates when funds were placed
in excess of certain amounts, but there was not much difficulty redirecting that excess
portion elsewhere.

4. Bilateral Payments Arrangements

Three bilateral payments agreements with mainland China, Eastern Germany,
and North Korea were concluded and came into effect since the previous consultation
discussions in June 1973. Currently Iran maintains nine bilateral payments agreements;
the payment agreement with Romania is the only one with another Fund member. The mission
reminded the Iranian authorities of the Fund's recommendation to Romania to terminate
any remaining payments agreements with Fund members and requested early action by Iran
to eliminate the arrangement with Romania. The special trade and payments arrangement
between the Foreign Transactions Company of Iran and the State Trading Corporation of
Pakistan was going to be terminated, and the Iranian authorities stated that small
amounts of remaining balances would be cleared up within a few months. There had been
no changes in the RCD clearing arrangements with Pakistan and Turkey.

Attachments

cc: Mr. Gerhard
Mr. de Looper
Mr. Williams
Mr. Dakolias
Mr. Nowzad




Altacnment
Meeting No. 4

Summary of Foreign Exchange Receipts and Payments

(In billions of U.S, dollars)

Est.

Forecast

000 1973[74,1974/75. 1975/176

Current account
"Net receipts from oil sector
Exports
Imports
Private
Public
Services and private transfers (net)

Nonmonetary official capital (net)
Drawings

Repayments and prepayments
Advance payments for imports
I.oans and investments

Errors and omissions (net)

Balance of paymenfs vsurplus

0. 48
5.16
0.64
-4, 96
(-2.70)
{42,28)
-0.36
0.77
1781
-0.54

-0.20

1.05

e

11.90
20.40
0.80
-8.30

(-4.50)

(-3.80)
-0.80

-5.00

0.40
-1.40
-0.80
-3.20

6.90

e e

10. 30
21.50
1.00
-11.00
(-5. 50)
(-5.50)
+1,20

-6.20

0.20
-1.40
-0.50
-4.50
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INTERNATIONAL MONETARY FUND

November 25, 19Tk

TO0 : Mr. de Looper

SUBJECT: Recent Developments in Middle Fastern
Countries

A summary of recent developments in selected

Middle Eastern countries is attached.
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MEMORANDUM FOR FILES November 25, 19Tk

SUBJECT : Recent Developments in Middle Eastern Countries

Some major developments in the second half of 1973 and early 197L
resulted in wide-ranging changes in trade and exchange policies of some
of the Middle Eastern countries. Rising international prices and spot
shortages of some agricultural commodities in 1973 led to significant re-
laxation in import policies of several of the Middle Eastern countries.
To moderate internal inflation, some countries also resorted to prohibi-
tion of some exports to assure adequate local supplies of these commodities.

The sharp rise in oil prices and the resulting huge revenues enabled
the Middle Eastern countries to further liberalize their trade and exchange
policies in 19Tk. O0il producing countries, with the exception of Iran and
Iraq, already had exchange and trade systems relatively free of restrictions,
and all of the member states (Bahrain, Oman, Qatar, and U.A.E.) in the
Gulf had opted for Article VIII. Iran and Iraq have liberalized their
exchange policies, but they continue to maintain restrictive trade
policies though to a much lesser degree than before 1974. Iranian imports
are projected to double in 19Th4 as compared with 1973; total imports in
1973 amounted to $4000 million. Iraq has increased exchange allocations
under the import program for 19T74/75 by 81 per cent to ID 1.25 billion.
Recent measures taken by four of the major Middle Eastern countries, namely,
Iran, Pakistan, Egypt, and Iraq, are summarized below.
Iran

In Jyly 1973, the Iranian Government decided to liberalize imports of
certain consumer goods and raw materials in order to bring down the internal
price level of mass consumer goods. The Government also lifted the import

registration fee of 5.5 per cent from certain commodities, including vegetable
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0ils, some wool and iron products, antibiotics and some other pharmaceuticals.
Import of some textiles was relaxed,l/ and import of radio receivers combined
with tape recorders was authorized. Import deposit requirement for dried
leguminous vegetables was abolished, and was reduced to 15 per cent on

some other food products (butter, white cheese, wheat, barley, corn, eggs,

and also on cement). Commercial benefit tax was eliminated from a number

of commodities (unwashed wool, leather for shoe soles, butter, white cheese,
potatoes, barley, plate glass), and was reduced on a number of other commodities.

In a further drive against inflation, the Iranian Government announced
substantial reductions of import tariffs on a wide range of products on New
Year's Eve (March 21, 19T4k). In an effort to increase the supply of raw
materials and consumer goods, import taxes on 216 items were either reduced
or eliminated; the ban on 18 other imports was lifted, and the import of
29 more items was allowed subject to prior approval of the Ministry of
Economy. In a similar move, the commercial banks were allowed to increase
advances for the import of commodities in short supply by 15 per cent during
the six months from March 21 this year. The aim was to bring down prices
and increase the supply of goods to absorb excess private liquidity arising
from larger oil revenue.

In an unprecedented move, the Government also imposed a ban on certain
exports. The ban was applied to cotton (raw and ginned), cotton textiles,
beef, mutton, lamb, veal, poultry, butter, animal glue, cheese, vegetables,
rice, all varieties of cement, tires and tubes of all kinds, leather and

hides of all kinds, and some paper products.

l/ On June 10, 1974, all restrictions on imports of textiles made of
mixed synthetic and natural yarn were lifted. The Central Bank instructed
the commercial banks that import of such textiles would no longer require
prior approval of the Ministry of Economy.
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In January 1974, certain liberalization measures in the exchange system
were also taken. Exporters were exempted from exporter's undertakings, and
were permitted to sell their foreign exchange earnings to authorized banks
at the official rate, or noncommercial free market. The commercial banks
were allowed to purchase foreign exchange from exporters of commodities and
services, and sell such foreign exchange in whatever manner they considered
advisable; but it was required that the sale of noncommercial foreigh exchange
by any bank should not exceed the amount purchased from customers by that bank.

While it appears that there are no restrictions on current international
payments and transfers, it is not possible to make a definitive statement about
the free flow of capital. Recent government announcements leave the impression
that there are no restrictions on current as well as capital flows. Exporters
may keep their proceeds sbroad, and large amounts of foreign exchange may be
taken out of the country with minimum of red tape, but there is no legal docu-
mentation whether residents can purchase foreign securities or invest freely in
foreign companies.

No information is available on the magnitude of recent private capital
flows to and from Iran; however, public capital flows from Iran, based on recent
commitments, has been of enormous magnitude. During the first seven months of
1974, Iran has lent or has committed her to lend in future more than $13
billion. These loans will go to Asian, African and European countries, as
well as to international organizations. The major recipients of these loans
are England, France, Egypt, Afghanistan, Pakistan, Sudan, India, Senegal,
the Internatienal Monetary Fund, and the World Bank. By purchasing 25 per
cent of the Krupp's industrial empire, Iran has also taken the first step

in investing directly in private enterprises of the industrial countries.
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As indicated above, it seems that Iran at present does not maintain
any restrictions on current international payments and transfers. Her
balance of payments position is very strong and is likely to remain strong
for the foreseeable future. It is, therefore, logical that Iran should
opt for Article VIII, and eliminate all restrictions, if any, on current
payments.
Egypt

Egypt has recently initiated some wide-ranging changes in its economic
policies. The external sector has been given priority in the implementation
of the "open door" policy. A number of specific measures have already been
taken in the field of foreign investment, trade regulations, and exchange
rate policy. The new investment law provides for greater incentives and
improved guarantees for foreign investment. The new law provides for
transfer of net profits abroad without limit, but in the same currency in
which the capital was introduced. The investors are allowed to hold
convertible currency accounts to meet import requirements. Foreign invest-
ment is guaranteed against expropriation or sequestration. New investments
enjoy a tax holiday for five years from the date of establishment. Foreign
companies are also freed from a rule requiring 51 per cent Egyptian ownership,
and from taxes on machinery imports.

As a result, large inflows of foreign capital is expected into the
country. It is too early to assess the reactions of private investors,
but bilateral public investment (commitments) has risen sharply in recent
months. Iran has pledged to invest about $1 billion over a five-year
period; the U.S., Japan, and Germany have also made large investment
commitments. The investment law also provides for free zone industrial

parks.
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The Government also took an extraordinary step in allowing branches
of foreign banks to be established in the country.

In the exchange and trade field, some liberalization has taken place
in recent months. In September 1973, a parallel foreign exchange market
for certain convertible currency transactions was introduced. This
market covers the convertible currency proceeds from most minor exports,
most private current invisible receipts, virtually all import payments
by the private sector and the tourist industry, some of those by the
private sector and tourist industry, as well as some of those by the
public sector.

Transactions in the parallel market are subject to 50 per cent premium
on foreign exchange receipts, and a surcharge of 55 per cent on foreign
exchange sales relative to the official rate.

Pakistan

In the second half of 1973, Pakistan imposed restrictions on some
major exports, including cotton and cotton yarn. A ban was also imposed
on beef, mutton, poultry, grain, flour, and dairy products. Export of
sugar and vegetables was also prohibited. These actions were taken in
anticipation of possible shortages due to floods. It was further believed
that due to very strong demand for these commodities on world markets,
sufficient quantities may not be available for domestic use.

To ease the domestic supply situation and reduce price pressures,
the import of certain commodities which were previously banned were

t
allowed. Import of inputs for?ggricultural sector was liberalized;

a number of consumer goods (i.e., refrigerators) were transferred under
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the Free List Imports on joint basis from any country, whether for reasons
of convenience, economy, or because of suppliers' inability to furnish
goods in small authorized consignments.

The ban on cotton exports was lifted in October 1973, but the export
ban on most food products is still in effect. The export duty on cotton
yarn was abolished in August l97h, but raw cotton is still subject to duty.
Import liberalization policies undertaken in 1972 were followed in 1973
and 1974, though at a much slower pace.

Irag

No substantial change had taken place in Iraq's commercial and exchange
policies in 1973 and 19Tk. However, the amount of exchange made available
for imports under the exchange budget was nearly double that envisaged in
the original program for 1973/Th. Exchange allocations under the import
program for 19T4/75 was raised to ID 1.25 billion, an increase of 81 per
cent over the previous year. These larger foreign exchange allocations
may indicate that although Irag continues to maintain its complex import
licensing procedures, she has allowed a far larger volume of imports as
the balance of payments position has improved. But there is no economic
Justification for continued restrictive policies, as the bhalance of payments
has improved considerably over the past two years, and the reserve position
is very strong. Foreign exchange reserves at the end of August 1973 were
about fourfold the amount allocated for imports in 1973/T4, and about two

and a half times the amount envisaged in the import program for 19T7L/75



Persian Gulf Countries

There are no restrictions on current international payments and
transfers in the Gulf countries (Bahrain, Kuwait, Oman, Saudi Arabia,
and United Arab Emirates). They follow liberal trade policies and all
have opted for Article VIII under the Fund's Articles of Agreement.

Oman, which had originally opted for Article XIV, switched to Article VIII

in 197k,
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Memorandum for files November& , 1974

Meeting with Mr, Ashrafi, Deputy Minister, Ministry
of Finance and Economy on External Finance information

I met briefly with Mr, Ashrafi to discuss the extent of external finance
information which will be made available to the mission. Mr, Ashrafi's
subordinate, Mr, Khalili, whom I had met earlier, strongly urged me to
get clearance from Mr. Ashrafi before giving me information as regards
existing external debt, prepayment of external public loans, and capital
transfers.

Mr. Ashrafi mentioned that the Ministry of Economy and Finance
is prepared to give information regarding external debt profile as of
March 1974, the total amount of prepaid external loans up to present, and
total amounts of capital transfer commitment and actual disbursements up
to the present, He stated that the Ministry would not be in a position to
discuss individual prepaid loans, and individual capital transfers because,
in his view, the detailed revelation of these financial arrangements would
cause delicate political consequences to the related parties. Also he would
not be able to discuss prospects for the financial arrangements up to the
end of current fiscal year, as negotiations are currently in progress and
economic situation, including price of oil, is highly uncertain,

He mentioned that he himself does not know clearly the debt profile
of Iran as of March 1974, and instructed Mr. Khalili to prepare necessary
tables requested by the Fund4“As regards prepayment of external loans, /
total prepayment so far current fiscal year amounted to US$ 700 million, =
and there may be some additional prepayment during the remainder of current
fiscal year, The prepayment was instructed by the Minister of Finance at the
end of 1873, and cautiously negotiated with the creditors taking account of /
terms of loans, and the past and future financial relations with creditors.=—
External financial assistance commitments to the other countries and inter-
national organizations so far this year amounted to US$7 billion including
the Fund Oil Facility, ''loans' to IBRD, and flows to UK, France and Pakistan.
Disbursements amounted to US$2 billion, with UK and France approximately
US$300~400 million each. Mr. Ashrafi mentioned that, since September,
disbursements from these financial arrangements began to catch up with
the oil revenue increases and the external reserves stabilized (in fact declined
slightly) in October at around US$6 billion after increasing rapidly in the
previous eight months; he estina ted that this trend would continue at least
in the few months ahead.

1/ Table#g. Maturity structure of External Debt of the Ministry of Economy
and Finance as of March 1974, Table 46, Estimates of Debt Service Payments
(1974/75-1979/80) on External Debt Outstanding as of March 1974, Table 63.
External Debt by Creditor Countries and Institutions as of March 1974,

2 / Compared with outstanding debt as of March 1974 of US$3. 5 billion,
including some debt operations of Ministry of War,

8 / Mr. Khalili explained later that there was some confusions within the
Government as regards the selection of loans to be negotiated for prepayment.
Initially any loans with interest rates in excess of 7 per cent and with floating
interest rates were selected; later loans with rates in excess of 9 per cent.
Total number of prepaid loans is between 15 and 20,
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TO . Mr. Mookerjee ctober 17, 1974
FRoM : Yukio Iura

susect ¢ Iran: 1974 Article XIV Consultation

The 1974 Article XIV Consultation discussions with the Iranian authorities
are scheduled to be held in Teheran from November 16-23. Mr. Gunter will lead the
Fund team. The following appear to be the major ETR policy issues to be covered
during the consultation discussions. I would appreciate an opportunity to discuss
them with you before my departure (November 1).

1 Balance of payments and reserve management

The quadruple increase in petroleum prices has changed the Iranian balance
of payments prospects drastically. In 1974/75 (ending in March), net foreign exchange
receipts from the oil sector may exceed SDR 17 billion and a current account surplus
of SDR 9-10 billion is expected, compared with the SDR 0.5 billion current account
surplus in 1973/74. The mission will discuss with the Iranian authorities the
validity of these estimates for the current year, and prospects for 1975/76. The
Iranian authorities have already made substantial adjustments in their balance of
payments policies, intended external debt prepayments, curtailment of new official
borrowings, contributions to international and regional organizations, and commitments
in bilateral trade or aid agreements. Despite these adjustments, international re-
serves of the Central Bank increased from US$1.2 billion in December 1973 to
US$6.3 billion in August 1974, and further sharp increases are in prospect. The
mission will inquire, as far as possible, into Iran's monetary reserve management and
investment policy, which is currently a major international concern. Sporadic infor-
mation on this matter is now available including a new "Portfolio" Committee estab-
lished in the Central Bank and its related activity to achieve diversification of
Iran's monetary reserves, etc.

p Exchange rate and exchange system

In February 1973, the par value of the Iranian rial was maintained in terms
of SDRs and the rate for the U.S. dollar (the intervention currency) was changed from
Rls 75.75 to Rls 68.17. In June 1973, the official buying and selling rates for the
U.S. dollar were changed to Rls 67.50 and Rls 67.75, respectively, which remained
within a narrrow margin of plus-minus one per cent based on the par value equivalent
for the U.S. dollar. Iran availed itself of wider margins in October 1973.

In January 1974, the Central Bank announced that it would authorize a
"noncommercial free market", in which banks were allowed to purchase foreign exchange
earnings resulting from exports and services at current free market rates and to sell
this foreign exchange in any manner and for any purpose. While the full implication
of the January measure is not clearly known, the move appears to imply two major
changes: (1) So long as any payments and transfers for current (or possibly capital)



international transactions are made at the "noncommercial free market" rate,
residents could get unlimited access to foreign exchanges; and (2) theoretically,

the "noncommercial free market" rate could fluctuate to any level depending on the
market situation. The Fund was alerted in January 1974 that this might constitute
multiple currency practices (see Mr. Ray's memo of February 4, 1974) because the
authorities were apparently endorsing this fluctuating rate structure and a sub-
stantial amount of transactions appeared to be carried on at the free rate. Available
information suggests, however, that the "noncommercial free market" rate in fact has
scarcely differed from the official buying or selling rates, well within the narrow
margin of plus-minus one per cent. The Bank Melli, a leading commercial bank,
initially posted the noncommercial rate per U.S. dollar (on January 15) at Rls 68.00
buying and Rls 68.50 selling. This noncommercial free rate (posted by the Bank Melli
and followed by other commercial banks)later moved closer toward the official rate.
In addition, available information suggests that Iran's traditional unofficial market
outside the banking system may have almost disappeared since January 1974, and the
unofficial exchange rates moved closer still to the official rates. The implication
of unlimited access to foreign exchange when transactions are carried on at "free"
rates, is far greater. The remaining current account restrictionsl/as mentioned in
Mr. Ashiabor's memorandum of July 16, 1973, may have been entirely eliminated, which
the mission is going to ascertain.

Iran has not shown its intention of assuming Article VIII obligations.
Mr. Yaganeh, the Governor of the Central Bank is reportedly reluctant to any such move
and Mr. Gunter has remained neutral on this matter. Before any move to Article VIII
status Iran would have to commit itself to the earliest possible elimination of the
bilateral payments agreements with Fund members (see below).

3. Commercial policy

Since the huge balance of payments surplus began to emerge, the Iranian
authorities have progressively liberalized part of its trade restrictions mainly re-
ducing import cost restrictions. The measures include: (1) A reduction in the regis-
tration fee on imports from 5.5 per cent to 1 per cent; (2) reduction in import taxa-
tion (mostly commercial benefit taxes) on a wide range of goods; (3) the elimination
of import licensing for some goods; (4) substantial easing in the imports of transport
equipment such as trucks, to encourage movement of goods from ports to popul2tion
centers; and (5) easing of import credit facilities. The partial liberalization in
import restrictions was facilitated to ease the tendency of rampant inflation in the
economy. However, the authorities are generally firm on protecting Iran's domestic

. 1/ The remaining current account restrictions at the time of the previous Article XIV
Consultation discussions in June 1973 are: (1) Transfers of personal savings of foreign
technical assistants and migrant workers; (2) transfers for the payment of life in-
surance premiums abroad; (3) transfers of profits, dividends and interest payments for
unauthorized investments; and (4) transfers to meet the cost of maintenance and repair
of private property abroad.




industry from foreign competition, on the grounds that most of their industries

are still in the early stage of development. A substantial number of commodities,
mainly consumer goods, remain on the "unauthorized" licensing list. This protective
policy, in the view of the Iranian authorities, is compatible with the rapid in-
dustrialization and establishment of an economy free from total dependence on the

0il sector. The mission will review the latest changes in Iran's commercial policies,
and the existing level of trade restrictions, in the face of its growing balance of
payment surplus.

4, Bilateral payments arrangements

Iran currently maintains bilateral payments agreements with 10 countries;
these are Pakistan and nine CMEA countries: Bulgaria, Czechoslovakia, mainland China,
Hungary, North Korea, Eastern Germany, Poland, Romania, and the U.S.S.R. Three
bilateral payments agreements with mainland China, Eastern Germany, and North Korea
came into effect in 1973. The bilateral payments agreement between Iran (the Foreign
Transaction Company of Iran) and Pakistan (the Trading Corporation of Pakistan) was
identified in Islamabad when a Fund mission visited there in September 1974 for a
possible stand-by arrangement. The agreement was signed on June 30, 1969 with an
original period of one year and to be extended repeatedly. The current agreement is
effective until March 21, 1975. The agreement includes a provision providing for
special nonconvertible accounts held in the respective designated banks. While the
payments agreement between Pakistan and Iran was not recorded explicitly in the
previous consultation report (the Fund reports covered the regional cooperation and
development agreement with Pakistan which was different from the payments agreement
mentioned above), we have to record the agreement clearly in our report, after con-
firming this matter with the Iranian authorities.

Dl External debt and external assistance

In December 1973 Iran announced that it would pay off unsatisfactory loans
starting March 21, 1974. The budget for the current year allocated US$1,700 million
for external debt repayment; details of actual progress in this sphere is not known.
The mission will collect, as usual, the necessary information regarding Iran's debt
profile, and debt control procedures. In this regard, the traditional concern of
the Fund over Iran's debt servicing capacity appears to be unwarranted. The debt
profile of Iran is expected to improve substantially this year given possible repay-
ments of the existing loans, reduction in the new official borrowings, and increased
oil revenues.

The focus for the mission appears to have shifted to an intended external
assistance by the Iranian Government. According to the Iranian authoritiesl/the total
aid or investment commitments by Iran in bilateral and multilateral forms thus far
have reached US$7.7 billion. This total includes lines of credit given to France

1/ The speech of‘Mr. Ansary, Minister of Economic Affairs and Finance on October 1,
1974 at the IMF/IBRD Annual Meeting.




and the United Kingdom, US$1.3 billion and US$1.2 billion respectively. We have
thus far collected information on Iran's external assistance based on press reports.
It will be important for the mission to discuss directly with the authorities the
implication of Iran's future assistance policy particularly with the developing
countries.,

cc: Mr. Dakolias
Mr. de Looper
Mr. Gerhard
Mr. Nowzad
Mr. Williams

.
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MEMORANDUM FOR THE FILES

Subject: Recent Trade and Exchange Policy Developments in Selected
Middle Eastern Countries

Some major developments in the second half of 1973 and early 19TL4

resulted in wide-ranging changes in trade and exchange policies of some

of the Middle Eastern countries. Rising international prices and spoft
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shortages of some agricultural commodities in 1973 led to significant re-

laxation in import policies of several of the Middle Eastern countries.

a e i i

To moderate internal inflation, some countries élso resorted to prohibition
of some exports to assure adequate local supplies of these commodities.

The sharp rise in oil prices in late 1973 and early 1974, resulted
in further liberalization of trade and exchange policies of most of the
Middle Eastern countries. 0il producing countries, with the exception
of Iran and Iraq, have exchange and trade systems free of restrictions,
and all of the member states (Bahrain, Oman, Qatar, and U.A.E.) in the
Gulf have opted for Article VIII, Iran and Iraq have liberalized their
exchange policies, but they continue to maintain restrictive trade polié;i
though to a lesser degree than before 1973. Recent measures taken by
four of the major Middle Eastern countries, namely, Iran, Pakistan, Egypt,
and Iraq, are summarized below.

Iran

In July 1973, the Iranian Government decided to liberalize imports of
certain consumer goods and raw materials in order to bring down the internal
price level of mass consumer goods. The Government also lifted the import

registration fee of 5.5 per cent from certain commodities, including vegetable
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oils, some wool and iron products, antibiotics and some other pharmaceuticals,
Import of some textiles was relaxed,l/ and import of radio receivers combined
with tape recorders was authorized. Import deposit requirement for dried
leguminous vegetables was abolished, and was reduced to 15 per cent on

some other food products (butter, white cheese, wheat, barley, corn, eggs,

and also on cement). Commercial benefit tax was eliminated from a number

of commodities (unwashed wool, leather for shoe soles, butter, white cheese,
potatoes, barley, plate glass), and was reduced on a number of other commodities.

In a further drive against inflation, the Iranian Government announced
substantial reductions of import tariffs on a wide range of products on New
Year's Eve (March 21, 197T4). 1In an effort to increase the supply of raw
materials and consumer goods, import taxes on 216 items were either reduced
or eliminated; the ban on 18 other imports was lifted, and the import of
29 more items was allowed subject to prior approval of the Ministry of
Economy. In a similar move, the commercial banks were allowed to increase
advances for the import of cormmodities in short supply by 15 per cent during
the six months from March 21 this year. The aim was to bring down prices
and increase the supply of goods to absorb excess private licquidity arising
from larger oil revenue.

In an unprecedented move, the Government also imposed a ban on certain
exports. The ban was applied to cotton (raw and ginned), cotton textiles,
beef, mutton, lamb, veal, poultry, butter, animal glue, cheese, vegetables,
rice, all varieties of cement, tires and tubes of all kinds, leather and

hides of all kinds, and some paper products.

1/ On June 10, 1974, all restrictions on imports of textiles made of
mixed synthetic and natural yarn were lifted. The Central Bank instructed
the commercial banks that import of such textiles would no longer require
pPrior approval of the Ministry of Economy.
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In January 19Tk, certain liberalization measures in the exchange system
were also taken, Exporters were exempted ffom exporter's undertakings, and
were permitted to sell their foreign exchange earnings to authorized banks
at the official rate, or noncommercial free market. The commercial banks
were allowed to purchase foreign exchange from exporters of commodities and
services, and sell such foreign exchange in whatever manner they considered
advisable; but it was reaquired that the sale of noncommercial foreign ex-
change by any bank should not exceed the amount purchased from customers
by that bank.

While it appears that there are no restrictions on current international
payments and transfers, it is not possible to make a definitive statement
about the free flow of capital. Recent government announcements leave
the impression that there are no restrictions on current as well as capital
flows. However, there has not been any recent mission to Iran, and the
Fund has not had the opportunity to make a detailed and thorough study of
the exchange system.

o information is available on the magnitude of recent private capital
flows to and from Iran; however, public capital flows from Iran, based on
recent commitments, has been of enormous magnitude. During the first
seven months of 1974, Iran has lent or has committed her to lend, more than
$13 billion. These loans will go to Asian, African and Furopean countries,
as well as to international organizations. The major recipients of these
lqans are England, France, Egypt, Afghanistan, Pakistan, Sudan, India,
Senegal, the International Monetary Fund, and the World Bank. By purchasing
25 per cent of the Krupp's industrisl empire, Iran has also taken the first

step in investing directly in private enterprises of the industrial countries.
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As indicated above, it seems that Iran at present dces not maintain
any restrictions on current international payments znd t—unsfers. Her
balance of payments position is very strong and is Iikelr %o remain strong
for the foreseeable future. It is, therefore, logZcal tnat Iran should
opt for Article VIII, and eliminate all restrictions, if =zny, on current

payments.

Egypt

Egypt has recently initiated some wide-ranging chanzes in its economic
policies. The external sector has been given priority in the implementation
of the "open door" policy. A number of specific measures have already been
taken in the field of foreign investment, trade regulaticzs, and exchange
rate policy. The new investment law provides for greater incentives and
improved guarantees for foreign investment. The new law provides for
transfer of net profits abroad without limit, but in the same currency in
which the capital was introduced. The investors are allowed to hold
convertible currency accounts to meet import reguirements. Foreign invest-
ment is guaranteed against expropriation or sequestration. New investments
enjoy a tax holiday for five years from thé date of establishment. Foreign
companies are also freed from a rule requiring 51 pér cent Fgyptian ownership,
and from taxes on machinery imports.

As a result, large inflows of foreign capital is expected into the
country. It is too early to assess the reactions of private investors,
but bilateral public investment (cormitments) has risen sharply in recent
months. Iran has pledged to invest about $1 biliion over a five-year
period; the U.S., Japan, and Germany have also made large inventment
cormitments. The investment law also provides for free zone industrial

parks.
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September 27, 1974

MEMORARDUM FOR FILES

. Subject: Bilateral Payments Agreement between Pakistan and Iran

A previously unknown bilateral payments agreement between the
Trading Corporation of Pakistan and the Foreign Transaction Company of Iran,
Tehran, was discovered in the course of the recent consultation discussions
with Pakistan,.

The agreement was signed on Jume 30, 1969 with an original validity
of one year, subject to further extension. On June 26, 1974 (State Bank of
Pakistan: Foreign Exchange Cireular No. 46) this agreement was extended until
March 21, 1973; but only for exports from Pakistan to Iran. At the same time
the number of exportable items from Pakistan under the agreement was expanded.

During the discussions in Islamsbad in September 1974, the staff
team noted that the provision for special nonconvertible accounts under the
agreement indicated that the agreement probably would be regarded as a bilateral
payments arrangement. At that time the Pakistan authorities explained that the
extension of the agreement covered only exports from Pakistan to Iran and was
for the purpose of the elimination of the remaining balance under the agreement.

Since the Pakistan authorities do not intend to remew the agreement, which
initially was based on exports from the former Eastern Wing of Pakistan, and
since the purpose of the remewal is clearly to eliminate the outstanding balance
through trade rather than convertible currency settlement, the staff team took
the position that the agreement 1s not operative any more. Consequently, the
agreement is not mentioned in the draft letter of intent.

T

Attachment,
‘Pater Engstrém
ce: Mr, Gunter Economist .
Mr. Mookerjee

Mr. de Looper
Mr. Hited /
Mr. Melenaghan :
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Copy

AGHEELEN T

Between the Trading Corporation of Pakistan Limited
and the Porcign Lransactiona Company of Iran.

The Trading Corporation of Pakistan Lfd.(afterwards to
be'called TCP) and the Foreign Lransactions Company of Iran,
Tehran (afterwards to be called FIC) hereinafter known as -
contracting parties, have agreed to enter into an agreement to
implement, on a self-balancing basis, the exchange of commodities
and goods betwecen Pakistan and Iran.

For this aim, the following was agreed:

Article I

The TCP and FTC will orgunizc¢ the exports and imports of
the goods and comuwodities listed in schedule A o B upto the value
mentioned against each group of items. These schedules are an
integral part of this agreement.

Article 2

The TCP and FIC will secure from their respective
competent authorities the issuance of the necessary permits
for the items listed in schedules 'A' and 'B' subject to -
export and import laws and regulations in force in each -
country.

Article _3
All transactions under this agreement shall be subject to

intern.tionally coujetitive prices of k= the goods and commodities
and the quality and specifications shall be in - accordance with
acceptable standards.

Article 4
The contracting parties shall take necessary measures

to ensure that the goods imported from the country of one party
shall not. be re-exported to a third country without the prior
approval of the other party.

Article 5
for the purpose oi. transa tions under tiis agreement
the ICP will secure gji*horisation of the State Bank of Pakistan

for o .ening of a special non-convertible account in the nzame

]
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of the Bank Markazi of Iran, or any other Bank to be designated
by them, with a scheduled Bank in Pakistan, and the FTC will
secure the authorisation offthe Bank - Markazi of Iran for

opening of a similar account in the -~ name of the designated Bank
in Pakistan.

All transactions under the agreement shall be routed
through the said special non-convertible account and all-
licences, permits and aulithorizations issued to cover the -
trnasactions will be registered by the designated Bank in
Pakistan and Iran and wili bear clear reference to that -
account. This account can also ve utilised for payment to
cover commissions and other similar charges connected with
transactions within the framework of this agreement.

The said account will be a self-balancing account. To
facilitate the transactious, the designated Bank in Pakistan
and the designated sank in Iran mey grant to each other a
credit upto such amounts as may be agreed between the two
designated Banks in the special non-convertible account -
during the period of validity of this agreement. The said -
credit 1limit may be exceeded on such terms and conditions
as may be agreed upon between the *wc designated Banks.

Tke aecails of tne banking arra:geuwsats, wiil be settled
mutually between the two designated Banks. The interest, if
any, w:1ll be free of any charges and .axecs-

The special nor-convertible account mentioned above -
will be exyressed in U.S. Dcllars. All contracts drawn under
this agreewment and the relative invoices will also be expressed
in U.S. Dollars. '

Article 6
In operating the said non-convertible account the -

following procedure shall be observed:

a - Payments to be made under this dgreemént shall be effected
by crediting or debiting, as the case may be, the above-
mentioned account. The crediting or debiting will be done

in accordance with the tecrms and coaditions of the relevant
contracts.

b - If at the ex,.iry of the validity of this agreement there
is a palance in favour of one of the 3anks operating the

account, the same shall be used during the ensuing six months




for the purchase of the Pakistani or Iranian goods, as the
case may be or shall be settled in such other way as may be
agreed upon between the two contracting parties; provided -
that if a small balance not exceeding U.S, $ 250 remains

unad justed for six months after the termination of this
arrangement, the amount may be adjusted through the accounts
under the R C D Union for multilateral payments arrangements.

Article 7

The commodities listed in schedules 'a’, and 'B' and the
values shown against each group mag be amended or additional
commodities added to them by mutual agreement between the -~
contracting parties.

Article 8

The provisions of this agreement shall remain in force
in respect of the contracts concluded within its framework
during the validijy of the agreement and even after the
ekpiry of the period of validity and all the contracts
concluded under this agreeuwent shall include reference to
this stipulations . In order to facilitate the implementation
of the agreement, the t./0 contracting parties shall review the
working of this agreement and any conéequential problems arising
therefore at the Exyxxkx expiry of one year from the date of its
operation and compare debits and credits on ¢. . side with a
view tqiddesigning such measures as .ay be mutually agreed upon
to rectify the imbalance, if any, in favour of the one or other
side.

Article 9
This agreement shall come into fcrce on the date of its

signing and will remain valid for one year. The validity of the
agreement may be extended for such period as inay be agreed
upon mutually between the two contiracting parties.

This agreement is signed on June- 30th 1969 at Tehran
in two originals in the rnglish language, both of which are
equ.lly authentic.

For and on behalf of the For and on behalf of the
Trading Corpyoration of Foreign <Yransactions Company‘
Pakistan Limited of Iran.

Sd/- Z.A. Shah Sd/- GH. Homayoon

30th of June, 1969.




SCHuDULE '

Exports from Iran.

Group I
Buses

Group ITI
Lubricants

{subject to confirmation by
regpective authorities)

isxposed cinematographic films.

SCHuDULL 'd!

#mxport from Pakistan

Group I
Banan.s )
Pineapples

if required

Group II ;
Soda ash )
DDT

kExposed cinematographic films.

30th o. June, 1969 at Tehran.

Value in Us. §.

300,000

200,000

20,000

300,000

200,000

20,000

w’
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OQUTGOING MESSAGE

FOR PREPARING OFFICER
= Night Letter
[J Full Rate
E] Code

SPECIAL INSTRUCTIONS

EBS/7/21 (7/18/7L)

For despatch after 5.30 pm
July 19.

Cleared withs

Y
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Drafted by JKQ! : h[]h

tment_SEC

_Date o .lu[y |9 lgz[l

AUTHORIZATION

(IR AN

Signature

Roger V. Anderson

Second Signature When Required

FOR CODE ROOM

INTERNATIONAL MONETARY FUND
WASHINGTON D.C.

Governor

To: _Bank Markazi Iran
P-+0eBox 3362

.__Teheran, Itan

Executive Board took following decision July 19:
WOrE |

The Fund finds after consultation with the Iranian
autharities that the representative exchange rate for the
Iranian rial under Rule 0-3, paragraph (c)(i), against the
U.S. dollar, is the middle rate between buying and selling
rates established by the Bank Markazi, Iran. The Bank Markazi,
Iran will immediately communicate to the Fund any changes in

these rates when they occur.
UNQUOTE

Anderson
Acting Secretary
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DO NOT TYPE BELOW THIS LINE

Time Received 11:00 AM. T
Time Dispatched 12:59 P.M.
Number of Words 3 mins,
Log 22821’4
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Operator HS
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Confidential

MEMORANDUM TO THE FILES May 21, 197k

From: John W. Gunter

Subject: Notes on Special Cgnsultatiens Discussions in Teheran,
April 27-28, 197

I held special consultations discussions in Teheran and these have
been reported on to the management in a memorandum dated May 9, 197Th4. The
following sets out in more detail the discussions that took place and the
information provided to me.

1. It was made clear but without specific statement that no serious thought
is being given to an alteration of exchange rate policy at this time. It
was also clear that no thought had been given as to what action would be
taken if the spread between buying and selling rates in the free and official
markets for any currency deviates by more than 2 per cent. At the present
time this is regarded as a most unlikely development as the forces are
strongly in the other direction and the present spread between rates in the
two markets is nominal. (It will be necessary before the next Article XIV
consultation to decide whether it is necessary to press Iran to take a
formal position on this question.) For the time being no thought is being
given to moving to Article VIII particularly since such a move is not
considered necessary by the Fund to enable Iranian rials to be used in

Fund transactions. There has been no clear decision on the use of rials

by the Fund with Governor Yeganeh tending to be opposed.

2. A table is attached showing foreign exchange receipts and expenditures
as estimated for 1973/T4 by the Central Bank as well as projections for
1974/75. These data cover the official market only and the expectations
with respect to the free market are discussed below. The current account
surplus for 1974/75 is estimated at $6.7 billion while the inclusion of the
free market would add approximately $0.4 billion.

Iranian policy is to stimulate imports in order to achieve a
disinflationary effect and a number of specific steps have been taken.
(a) The registration fee on imports has been reduced to 1 per cent from
5.5 per cent. (b) Import taxation (mostly commercial benefit taxes) has
been reduced on a wide range of goods. (¢) Import licensing has been
eliminated for some goods. (d) The importation of trucks, particularly
accompanying the importation of other goods is being encouraged with a view
to facilitating the movement of goods from the port to population centers.
The import taxation on trucks has been reduced and import restrictions eased.
These actions are considered by the Iranians to be of major importance.
(e) Credit facilities for imports have been eased (see comments on credit
policy below).



Iran: Foreign Exchange Receipts and Payments (Official Market Only)

(In millions of §)

1973/7T4 - 197TH/T5
(Preliminary) (Projection)
Total receipts . 6,200 Sr¢o 17,300
0il sector 5,130 H#A&3 13,150
Sales of gas 100 83 120
Other exports 470 390 200 (800 in free
Services 500 g 800 market)
Total payments 568N " 4 T2 . 10,600
Private sector 3,220 2449 _3f§55
Goods (2,800) (232 (5,600)
Services (420) (3¢%) (600)
Public sector 2,464 2043 4,400
Current account 516 28 6,700
Capital account +635 _ -3,k90 :
Utilization of loans 1,065 350 "EDfuuﬁ
Private sector loans and
credits (net) 100 160
Repayment of loans =530 ~ 439 _1,700\
Govermnment investments g o) oD 3oo_j
Basic balance 1,150 { R B 3,210
Accelerated payments (oil cos.) —236 T
Overall balance of payments 915 j;f 3,210
Net change in foreign assets =915 -3,210
Repayment of Central Bank
medium term loans =320 : e
Additions to foreign assets -795 - 459 -3,210

1/ Includes $700 loan to IMF, $200 in IBRD bonds, $150 -to special
fac111ty and various bilateral arrangements.
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There was no disagreement as to the level of import demand or
the desirability of achieving the import targets indicated for 1974/75.
However, I pressed the point as to the adequacy of port facilities and
domestic transportation availability in relation to the realism of import
targets and my assertion that the import target was unlikely to be
achieved was not seriously challenged. The Iranians do believe, however,
that import performance will be considerably better than past performance
would lead one to believe likely. I also learned confidentially that public
sector payments include a substantial element of what might be called
"prepayments"; these payments should, of course, be reflected in the
capital accounts.

My general conclusion is that there is no need to adjust the Fund
staff estimates of the current account surplus as our estimate is probably
closer to actuality than the Central Bank estimates.

The oil income projections for 1973/T4 are based on’average
production of 5.9 million b/d and for 19T4/T5 production of 6.2-6.3 million
b/d and an average "take" of $7.k43.

We did not discuss the trend in non-oil exports but it will be
noted that the increase in 19T4/T5 is quite high.

3. With regard to the balance of payments implications of recent measures
to eliminate exchange restrictions, the Iranians expect that receipts in the
free market will tend to be larger than payments and this is borne out by
the fact that the free market rate now differs only nominally from the
official rate. The Iranians specifically expect that there would be net
private capital inflow. They indicated that the commercial banks now hold
’$h0—50 million in balances acquired in the free market and are using these
funds in some cases to meet import payments rather than drawing on the
Central Bank. The exchange market outside of the banking system has been
greatly reduced and the commercial banks have been told that foreign exchange
may be purchased without inquiring as to source.

For 197Th/75 it is expected that export receipts in the free market
will amount to about $800 million and payments required to be made through
this market at about $400 million. The difference will be added to the
holdings of commercial banks, used to finance imports, or sold to the
Central Bank. It was noted that commercial banks do not normally take
“much of a position in foreign exchange and that they as a group are short
of rials at the present time.

k. External debt policy: Some outstanding credits are being left untouched,
i.e., neither early repayment nor discontinuance of use is being contemplated.
These include lines of credit under some bilateral payments agreements
(mainly with Eastern Europe), lines of credit for exports from Europe and

the United States (Export-Import Bank) where terms are generally good, and
IBRD loans. Other credits, however, are carefully considered for possible
early repayment if this is legally possible under the terms of the loan.

The Iranians noted that the practice of reducing some of these credits had
already started last year before the big improvement in Iran's payments
situation.




In some cases early repayments on external debts are requiring
the substitution of domestic financing for the institution concerned
(e.g., Iranair). In some cases it is necessary to assure that domestic
credit is available for continuing & project and this may need legal or
procedural changes before being made effective, thus slowing down
acceleration of repayment of external debt. Domestic credit in some cases
is taking the form of loans to agencies from the Treasury usually through
the banking system. The budget allocates $1,700 million for external debt
repayment and it is hoped to use the full amount. On the unutilized portion
of existing external debt the same general procedure is followed in
deciding whether to use or not to use, as with respect to repayment of
the utilized portion.

Borrowing from the IBRD is being continued partly because of the
related technical assistance or for "institutional building" (a domestic
institution acquiring prestige as a result of obtaining a loan from the IBRD).
The understanding with the IBRD is that Iran will lend at least as much to the
Bank as it borrows. New debts other than from the IBRD are not excluded
if the terms are good. . (

5. External aid and direct investments: In the projections for 1974/T5
government investment has been put at $2,300 million (see comment below on
reserve policy for related information). This figure includes $700 million
for the Fund oil facility, at least $200 million for IBRD bonds and $150 million
for loans on concessionary terms hopefully through a multinational arrangement.
The balance of about $1,300 million includes some direct investments in

IDCs and some prepayments under a bilateral arrangement with France (a similar
arrangement with the U.K. made with the Heath Government is "inoperative" at
least for the time being). India is receiving considerable help: contracts
are being entered into for imports of iron ore and alumina with some advanced
payments being made. Mention was made of direct investments in India other
than the Madras refinery. This refinery is receiving oil from NIOC with
credit being provided for two-thirds of the value to be repaid over five years
at 5 per cent. I was not able to get a precise figure on the value of aid

to India but there was a rather vague mention of a figure of $350-400 million “
although just what this covered was not clear.

In general, there seemed to be a reluctance to talk about what was
being provided to specific countries. But there was mention of aid to at
least 8-10 countries including the Sudan, Jordan, Tunisia and Pakistan.

The reference to Jordan and Tunisia may have actually been two small loans
made to these countries in 1973. I got the impression that aid to Pakistan
was fairly substantial. In the case of Sudan I pressed for specific
information and was told that credit for two-thirds of the value of oil
imports of 100,000 tons per month was being provided. This credit was for
nine years with three years grace, at five per cent. The value was put at
$50-60 million which I took to mean the figure for one year.
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6. Monetary reserves and investment policy: I was told that monetary
reserves held by the Central Bank were generally at short term and that
long term investments were generally made for government account. The
Central Bank has a "portfolio" committee for its investment operations and
the present policy was mainly to achieve considerable diversification.

The loan to the Fund will be for government account. I took the
opportunity to point out that the asset being provided by the Fund was an \\
appropriate one to be treated as a reserve asset.

The Iranians stated that an agency or committee will be established
soon to screen long term and direct investments by the Government. The
establishment o?ﬁ!mmmwniuu,
because of the struggle between Ansary and Amuzegar but now that this
struggle had been settled, early action was to be expected. It is planned
that all external investments by the Government will be screened by this
agency and in each case the investment will be appraised by the Ministry “
CMWWM' “The ||
Iranians note e procedure was essentially the same one that was F

applied in reaching a determination for an internal investment.

It is also expected that an account in foreign exchange will be
established for the Government. This account will be regarded as holding
funds awaiting investment. One important purpose in establishing this
account is to avoid large rial balances with the Central Bank which tends
to encourage appropriations for domestic expenditure.

T. Domestic policy: The Iranians asserted that their balance of payments
projections, their projections of the national accounts and their monetary
projections were internally consistent. They agreed with me that the weak
point in their projections is that imports may not be as great as projected
so that the balance of payments surplus will be larger and inflationary
pressures stronger. The Iranians expressed doubt that the payments plans
for the Government could be adjusted but we did not have any discussion of
how realistic the projections of government expenditure for the current year
are. Following are the GNP projections as given to me although I had some
trouble comprehending them and did not find time to pursue the subject:

The non-oil sector is expected to grow in real terms by 16 per cent while
the total increase including the oil sector would be 40 per cent. In this
connection 0il income has been deflated by import prices. In nominal terms
GNP is projected to increase by 53 per cent; thus a price increase of 13 per
cent is projected. I Wwas told that under these projections the rise in oil
income would amount to 110 per cent on the basis of the foreign exchange
income being deflated by the rise in import prices.

For the monetary projections in billions of rials foreign assets
would have a net increase of 200 private credit also about 200 and public
credit minus 260. The increase in money plus quasi-money was put at about
200 of which about 110 would be quasi-money. The total increase in
liquidity would be about 34 per cent (I can see that these figures don't
add up but do not know what adjustment should be made).
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In discussion of monetary analysis Dr. Kooros pressed strongly the point
that our analysis using end of the year figures was misleading because of the
seasonal factor. I agreed that we must check this point out carefully before
and during the next consultations discussions.

It was noted that the liquidity of the commercial banks was quite
low partly as a result of the measures last fall on reserve requirements. The
Central Bank is using the rediscounting privilege as a tool to persuade banks
to lend primarily in support of imports and productive purposes. But otherwise
the credit policy of the Central Bank is not designed to restrain the commercial

banks.

8. I discussed the timing of the next consultations discussions only with Dr.
Kooros. + He thought that the first two weeks in September would be quite agree-
able but this would have to be checked out with the Governor and he suggested
waiting until sometime in June to firm up a date. :

cecs  Mr. Ray
Mr. Selehdar
Mr. Mookerjee
Mr. Hitti
Mr. Jakubiak
Mr. Gerekis
Mr. Hassanein
Eastern Division
Western Division
Central Division
Coastal Division
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MEMORAIDUL: Confidential /QMJ
To: The Managing Director May 9, 1974

Fron: John W. Gunter «;
Subject: Change in Iranian Cabinet \ v \

When I was in Teheran for special ctonsultation discussions, there
was & Cabinet reshuffle in which &, Jamshid Amouzegar was shifted fram Finance
to Interior; I am sure that this shift was very far from hig personal wishes.
He is replaced by lMr. Husheng Ansary, who wes [finister of Economy and now
becomes Minister of Finance and Economy. The Ministry of Economy is split in
two, with part of the Ministry going to a new Ministry of Industry. Presumbly
Ir. Ansary will take over from Mr. Amouzegar negotiations relating to petroleum
matters, but there was no statement on this. It was clear that Mr. Ansary now
becames by far the dominant minister on economic affairs, in contrast to the

strong rivalry existing previously between the two men.

I do not believe that Dr. Jahangir Amizegar's position as Executive
Director is threatened as a result of this shift, as Jahangir's strength relates
to his close association with the Prime Minister. Governor Yeganeh's position
has, however, become considerably more difficult because he is known for his
close association with lir, Jamshid Amouzegar, who was largely responsible for
his appointment last year as Govexrnor.

The Managing Director may recall that the original schedule of
appointments for him in Teheran in February included Mr. Ansary and at the
last minute this meeting was cancelled. I had insisted that the meeting be
put on the schedule in the first place. I have now been told that cancellation
of this eppointment was at the direct intervention of Jamshid Amouzegar.
The !mnaging Director did meet Mr. Ansary, I thinlk, in the Prime Minister's
office but as far as I am aware did not have extended conversation with him,

Mr. Ansary is favoraebly disposed to the Fund., I have known him
fairly well for & mmber of years beginning with when he was Irenian Ambassador

in Washington some years ego.

cc: Mr, Polak

Mr. Gold
—Mr, Sturc

Mr, Ray

Mr. Selehdar
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1o : Mr. Gunter oare, April 1, 197k
gom  « S. H. Bitti

sussect : Iran - April 1974 Special Consultation

Attached please find:

1. Two copies of the memorandum on Iran's exchange system and possible
move to Article VIII.

2. Draft of communication to the Fund should they decide to move to
Article VIII. If they are not willing to commit themselves to a specific date
for the termination of the bilateral arrangements, their communication may end -
with the word period. However, Fund approval will be for a limited period of
time and the proposed decision in the staff paper will mention a specific date.

3. A summary table on Iran's Foreign Exchange Receipts and Payments
(including current account projections for 1973/T4 and 197L4/75). No attempt has
been made to forecast the expected movements on the capital account as these are
expected to reflect mainly the changes in policy and could not be estimated on
the basis of past trends.

4, A table on Factors Affecting Changes in Money and Quasi-Money. The
rate of growth in private liquidity declined to 16 per cent in the first nine
months of 1973/T4 from 20 per cent in the corresponding period of 1972/73 as a
result of the switch around in the movements of net foreign assets. This had
probably resulted from the change in policy with respect to external borrowing
in anticipation of increased oil revenues in 19Tk. It is likely that there
was a switch to domestic borrowing by the Government and an acceleration in the
repayment on the Government's external debt. Although the monetary data show a
decline in net foreign assets, the balance of payments position recorded a small
surplus (that is the change in net foreign assets of Bank Markazi and the commer-
cial banks showed a small increase which was then offset by the rise in the
foreign liabilities of the specialized banks). The commercial banks have been
borrowing abroad presumably to circumvent the liquidity restraints imposed by
Bank Markazi. Credit to the private sector was rising at a faster rate in
1973/T4 than in the like period of the previous year. The success of their
policy to restrain the expansion of credit to the private sector will be
determined in the fourth quarter of the year.

5. Mr. Wittich has advised me that a special note on the use of curren-
cies of Article XIV countries in Fund transactions has been prepared for the
Managing Director and a copy has been sent to you.




APPENDIX V

e

Februar £ l‘ ® 1971'

Dear John:

We have agreed with the ETR and Legal Departments that the follow-up
to the Board circular on Iran's new exchange policies (copy attached) can
awvait the next Article XIV consultation report. However, I thought that
you might like to have the following briefing in case you wish to discuss
this matter with Governor Yeganeh.

Fund jurisdiction arises in terms of the requirements of paragraphs 1
and 5 of Executive Board Decision 3463 of December 18, 1971 as amended (copy
atteched). These requirements incorporated into Iranian law by Article 1,d
of the Monetary and Banking Law, necessitate that Bank Markazi ensures,
through appropriate intervention policies, that all spot exchange rates for
private and public international transactions are maintained within the wider
margin 1imits (Rls 69.7086 per U.S. dollar selling and Rls 66.6408 per U.S.
dollar buying). That decision also states that "no member shall permit a
difference in excess of 2 per cent between any two buying or any two selling
rates for spot exchange transactions between its currency and the currencies
of other members; or a spread in excess of 2 per cent between a buying end a
selling rate for spot exchange transactions between its currency and the
currency of another member.”

The broad implications of these reguirements are that Bank Markazi would
have to intervene in one or both exchange markets at the wider margin points;
and in order to meet the other requirements of the above mentioned decision.

The lawyers say that because of the introduction of a "free" exchange
market we need to ascertain from the Iranian authorities whether it is their
intention to manage the exchange markets in a manner consistent with Executive
Board Decision 3463 of December 18, 1971 as amended. Such a statement could
be addressed to you or to the Secretary. In the absence of such informstien
we are unable to determine whether the new exchange markets arrangement giwves
rise to a multiple currency practice requiring Fund approval; such a deter-
mination could wait until the forthcoming consultation discussions.

Best regards.

Sincerely yours,

A.S. Ray

Mr. John W. Gunter

cc: Messrs. Mookerjee, Surr, Hitti
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DRAFT MEMORANDUM

To: Members of the Executive Board
From: The Secretary
Subject: Iran - Exchange System

The Secretéry has received the following communication dated January 21,
1974 from Mr. Amuzager. ]////
(communication) i |
The exchange and trade system of Iraf/;QJAescribed in "Iran: Recent
Economic Developments, “ SM/73/220, Appendix V;/phges 110-116.
Prior to the issuance of the abpéé instructions, exporters were required
to offer for surrender to authorized baquvat official exchange rates the exchange

proceeds from exports within eight mqnihs of export. The use of exchange holdings

and acquisitions by authorized bapké was regulated by the Central Bank. Broadly,

/
the staff understandsthe implipétions of the new regulations to be that there will
vecepls
be a free exchange market §9éed on exchange mmtm®s from >

exports, services and ce;ééin capital inflow but that exchange for approved purposes
will continue to be gad; available by the Central Bank at the official rate (the
intervention currené& is the dollar and the Central Bank buys U.S. dollars at

Rls 67.50 per Us$i and sells U.S. dollars at Rls 67.75 per US$1. Iran has availed
itself of wider margins). While the measures may be seen as part of a continuing
process of liberalization of the exchange system (see "Iran: Staff Report and
Proposed Decision for the 1973 Article XIV Consultation," SM/73/209, pages 10-11),
the possible exchange rate implications of the measures are not immediately clear.

On the initiation of the new arrangements, the U.S. dollar in the free market was

quoted at a small premium against the Central Bank's official rates but the free




market selling rate was within 2 per cent of the Central Bank's buying rate

and all rates were within the wider margins. The staff will be in consulta-

tion with the Iranian authorities on this matter.



i




Iran: Rates per U.S., Dollar - January 15, 19Tk

Central Bank Free Market
Rates Rate Bazaar
X ; : - :
Selling point of wider margin™ 69.70
p "u;:\‘_’.
?é ] 877
‘ 7 = e
Selling 1/ - ‘ 68.50 68.50
Par Value™ 68.17 3
Buying L AR 68.00
Selling 67.75 > 7\
Buying 6T.50 ¥\
, X
\ w y)rixcﬁgf
‘l / 1240 p e
0O/ Xz
Buying 1/
Point of wider margin™ 66.64

1/ Reates rounded to two decimal points.
2/ Kayhan International January 16, 19Th.

Note: Under paragraph 5 (i) of Executive Board Decision No. 3463 (Central Rates
and Wider Margirs) a multiple currency practice would result from the free market
selling rate rivinug above Rls 68.86 per U.S. dollar while the official buying rate

remains at Rls ©7.50 per U.S. dollar (i.e., Rls 67.50 + 2 8
(par value equivalency) = Rls 67.50 + Rls 1.36). 2 i e s o
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MEMORANDUM
Tot The Menaging Director January b, 1974

The Deputy Managing Director , /'7
From: John W. Gunter ol %J %

Subject: Press Conference of the Shah of Iran on December 23, 1973
w——— 0P

We would like to call your attention to two questions put to
theShahandhiaanms You will note that the Shah, in the second
question, visualizes the need for discussions with the Fund.

Attachment

cct —Mrs—Sture
Mr. Polak
My, Gold

Mr. Gurfinkel




i s .

| Taken from the Middle East Economic Survey of December 20, 1973

Q: Your Majesty, in view of your hopes that the oil producing countries will now
have extra money perheps to invest in developing countries, what do you think
the effect of this higher prices would be on the developing countries,
particularly the non-Arab non-oil-producing world?

A: Very bad indeed. Very bad indeed. We can understand that. Just imagine
Sweden with 8 million people is using 30 million tons of oil. I think that
last year or the year before last Holland - which I think has 12 million
people - was also incidentally using 30 million tons of oil. Two years ago,
India with a population of more than 550 million was using only 13 million
tons of oil. If India with its population of today which is very close to
600 million, if it wanted to have the same level as Holland or Sweden, and
if you multiply the ratio of 8 to 30 million, thet mesns almost four times
the mmber of people, it should today be using 2,400 million tons of oil.
Obviously thet will not be the case. But India has coal; she has iron ore.
I think that the suggestion thet some kind of development bank be set up or
finenced by the very rich oll countries should help them finance the
development of coal and iron. We might buy the Indian iron. We could help
in so many other ways. We could expand our refinery in Madras.
take in the Indians with us here in this country on a joint pro
refinery. We could set up a petrochemical plant which would help them with
their agriculture. But, comparativély, our country's oil revenue will be
nothing compared to some others., I am not commenting, I am not even
eriticising at all - today Abu Dhabi has more than $40,000 per capita
income, against less than $100 for Indians. Ours, comparatively, is
mthingbmuummsznnwnmh, we could spend up to the last

85
8
%
1

uithﬂmtramu? Revise the Fifth Plan in order to absorb all these

reverues? I said no, we cannot. We are going to revise the Fifth Plan.
We are going to expand it e lot, maybe by one-third. But not more than
that because we risk the creation of a terrible internal inflation. Ve
are going to invest in the industrial countries. Investing there might
help them with their balances of payment. We might help some of their
industries. We might also invest in the developing countries, either in
India - or we have projects, for instance, to go to the Sudan to raise

sheep, raise cotton. We have projects to go to Australia. We could go
to the Philippines. 8o it is not for holding money - at least we are

not going to do it.

Qs %wl Mo jesty, in addition to the balance orpnmtl problen,

: might also be a liquidity problem - namely how to find enough liquidity
world-wide to actually pay for the oil. One way of tackling the problem
night be for payment for the oil to be made partly in cash end partly in
some other way, say in some sort of bonds. Would you care to comment on

this monetary aspect of the problem?

prT-

A3, Either you are a mind reader or you have a
| But I cennot speak for others. You see it is too soon. Whet we have got
to do in addition to speaking to the OECD countries is to also speak with
the IMF, because that alse should be settled you know.
really no guarantee of what is going to happen to the
They had a meeting in Kenya. No results. Now we sha
at the next IMF meeting this Spring. That should be taken up there too.

—-——“—-——%L







