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The Agreement
In a landmark agreement reached in January 

2016, the International Atomic Energy Agency 
judged that Iran was compliant with its interna-
tional agreed nuclear obligations. The nuclear deal 
that the Obama Administration helped negotiate to 
reach this point remains controversial and contest-
ed in the U.S. In fact, the U.S.’s commitments under 
it may be overturned by the next President. In the 
meantime, it is worth noting the major economic 
impact the deal will have on a nation still at odds 
with the U.S. on a wide range of national security 
interests.

As part of the accord, the U.S. and the European 
Union will terminate all nuclear-related economic 
sanctions, including an embargo on buying Irani-
an crude oil and an end to restrictions on Iranian 
trade, shipping, and insurance. Approximately 300 
Iranian individuals and companies will be removed 
from the EU sanctions list and, most critically, Iran 
will regain access to the international financial sys-
tem and currency markets. As a result, Iran will be 
able to export as much crude oil to the world as it 
is able.

These developments have the potential to restore 
Iran’s long lost economic vitality and have an 

enormous impact on global oil production and pric-
es. Consequently, they also present new challenges 
to American policy options.

The Macro Impact of the Sanctions
Within the economics profession, there is con-

siderable debate about the impact of economic sanc-
tions. The most stringent parts of the Iranian embar-
go began in July 2012. In Iran’s case they appear to 
have been extraordinarily effective in impacting 
economic activity.

The year before the sanctions, real gross domes-
tic profit (GDP) expanded at a healthy 3.8 percent 
pace. When the sanctions were enacted in mid-year 
2012, the economy contracted 6.6 percent and 1.9 
percent in 2012 and 2013, respectively. After a posi-
tive bounce back from lows the previous two years, 
it grew less than 1 percent in 2015. This contraction 
is much greater than the one experienced during the 
2008–2009 global crisis when the fall in energy pric-
es was even larger.

While Iran continued to export oil to some Asian 
nations, such as South Korea, the inability to export 
to Europe took a toll. After exporting approximately 
2.5 million barrels a day in 2011, Iran saw its exports 
fall to a little over one million per day by 2014. Petro-
leum accounts for 80 percent of total exports.

One cannot overstate the importance of energy 
to the Iranian economy. The world’s fourth larg-
est oil producer, current total production currently 
stands at approximately three million barrels per 
day. Exports of energy accounted for 24 percent of 
GDP in 2014. In the first half of fiscal year (Fy) 2015–
2016, Iran derived 37.5 percent of its total govern-
ment revenue from energy.
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Over this same period, the European Union’s 
bilateral trade with Iran fell from $28 billion in 2011 
to $12.8 billion in 2014.

Some Positive Prospects
Despite oil prices being at their lowest level (as 

of March 2016) since the 2008–2009 global reces-
sion, Iran has the prospects of mounting an econom-
ic comeback. With the sanctions lifted, Iran could 
boost its GDP growth by approximately 5 percent in 
2016–2017.

Without the sanctions, the many attractive and 
productive elements of Iran’s economic culture can 
operate and produce at their full capacity.

Iran boasts a young and well-educated workforce, 
living in largely urban populations. The motor vehicle 
industry is the largest in the Middle East and Peugeot 
Citroen is planning on returning to Iran. Some of the 
Global 100 companies are once again eyeing Iran.

Iran’s economy is far more diverse than that of 
Saudi Arabia or any of the other energy producers in 
the region. According to Iran’s first Vice-President 
Eshaq Jahangiri, sanctions had added 15 percent to 
the cost of trading with Iran and lifting them will save 
the country some $15 billion a year in cheaper trade.1

Lifting the sanctions will make more than $30 
billion in assets held overseas immediately available 
to Iran. Official Iranian reports have set the total 
amount of frozen assets overseas at $100 billion.

Iran’s readmission to the global banking system 
and payment network such as SWIFT will drive down 
the cost of imports since Iranian businesses have not 
had access to letters of credit and had to pay upfront 
in full for imports. The International Monetary Fund 
(IMF) estimates that ending such restrictions could 
add up to a percentage point to annual growth.

In the post-sanction regime, Iran could witness a 
major recovery in its oil and gas sector. According to 
the Economist Intelligence Unit (EIU), Iran has 157 
billion barrels of oil in proven reserves (the fourth 
largest in the world). According to the International 
Energy Agency, about 38 million barrels of oil are in 
Iran’s floating reserves, ready to immediately enter 
the market.

Iran is hoping to increase total exports to around 
2.5 million barrels a day later this year and has stat-
ed that oil and condensate exports have already hit 
1.75 million per day.2

At current prices (approximately $40 per barrel in 
March 2016), the lifting of energy sanctions means 
Iran could increase its revenue from oil exports by 
$10 billion by next year.

Serious Problems Remain
First and foremost, it took years to put the sanc-

tions in place and removing them will be a process 
that will take time. Moreover, according to the EIU, 

1. Amir Paivar, “What Lifting Iran Sanctions Means for World Markets,” BBC, January 16, 2016, http://www.bbc.com/news/business-35317159 
(accessed April 12, 2016).

2. “Iran Oil Exports at 1.75mn Barrels After Sanctions Removed: Zangeneh,” PressTV, February 29, 2016, 
http://www.presstv.ir/Detail/2016/02/29/453006/Iran-south-korea-oil-minister-Bijan-Zangeneh-Joo-Hyunghwan-oil-exports-JCPOA-/ 
(accessed April 12, 2016).
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SOURCE: World Bank, World Development Indicators, 
http://data.worldbank.org/data-catalog/world-development-
indicators (accessed April 12, 2016).

ANNUAL CHANGE IN REAL GDP

The E�ect of Sanctions on 
Iran’s Economy
The embargo on Iran took full force in 2012, 
immediately leading to two years of 
economic contraction.

CHART 1
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U.S. firms will not return to the Iranian market 
soon, given the complexity of remaining sanctions, 
both those put in place by the Clinton Adminis-
tration in 1995 and a significant listing of organi-
zations and individuals over terrorism or human 
rights issues.

In fact, the Iranian economy is in shambles. 
Unemployment and inflation are in the double dig-
its and labor productivity is low. Infrastructure 
is crumbling and the capital markets need devel-
oping. While the relatively closed stock market is 
now becoming more open to foreign investors, the 
300-member benchmark TEDPIX index (as of 
March 2016) is trading at just 5.7 times earnings ver-
sus 13 for the developing economies.

In the 2016 Index of Economic Freedom, co-pub-
lished by The Heritage Foundation and The Wall 
Street Journal, Iran is rated a wretched 171 out of 
178. It is rated almost dead last in investment free-
dom. The regulatory environment remains restric-
tive, severely constraining private economic activity. 
Labor market rigidity is exacerbated by state inter-
ference which continues to discourage job growth.

To revive their aging oilfields and to develop the 
largely untapped reserves of gas, Iran will need the 
energy majors both for investment and for access to 
technology. Because of the slump in oil prices, how-
ever, Iran will get less investment from indebted 
international oil companies.

In Iran, as in many developing countries, cor-
ruption is pervasive. The clerical establishment has 
gained great wealth through tax-exempt founda-
tions that dominate many economic sectors. Trans-
parency International ranks Iran 136th in its cor-
ruption perceptions index.

China is Iran’s largest trading partner, account-
ing for 29 percent of Iranian exports, and so its eco-
nomic slowdown does not help the Iranian outlook.

U.S. Policy Recommendations

 ■ Closely monitor compliance. Economic sanc-
tions may have been effective in getting Iran to 
the negotiation table. It remains to be seen, how-
ever, how well the nation complies with its inter-
national obligations. The U.S. needs to closely 
monitor Iran in this regard and restore previous 
sanctions as quickly as possible if the obligations 
are breached.

 ■ Allow the market to put Iran’s economic 
power in perspective. Iran is an energy super-
power and it could use these additional financial 
resources in its post-sanction state to heighten 
its already considerable geopolitical strength 
throughout the region. The energy revolution in 
the U.S. has greatly altered the balance of power 
in that region. The U.S. government should relax 
restrictions on offshore oil drilling and minimize 
the stringent regulatory standards on shale oil 
production. This would make the U.S. even less 
energy dependent upon the Gulf region.

 ■ Prevent efforts to unfreeze other foreign 
assets. Despite immediate access to $30 billion in 
assets held overseas, Iran still holds considerable 
frozen assets abroad. These assets should remain 
off-limits for a specific period of time as an incen-
tive for Iran to adhere to the nuclear agreement.

Conclusion
The lifting of sanctions on Iran will have a major 

economic and political impact. It is important that 
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SOURCE: The Economist Intelligence Unit, 
http://www.eiu.com (accessed April 12, 2016).

ANNUAL OIL EXPORTS, IN MILLIONS OF BARRELS

Iran Oil Exports Declined by 
Half After Sanctions
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American policymakers bear this in mind even as 
they seek to protect the U.S. against the long-term 
threat of the Iranian nuclear program.

—William T. Wilson, PhD,  is Senior Research 
Fellow in the Asian Studies Center, of the Kathryn and 
Shelby Cullom Davis Institute for National Security 
and Foreign Policy, at The Heritage Foundation.


