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The Islamic Republic of Iran, a resource-rich and labor-rich country in the Middle East, is a 
central focus of U.S. national security policy. The United States asserts that Iran is a state sponsor 
of terrorism and that Iran’s uranium enrichment activities are for the development of nuclear 
weapons. To the extent that U.S. sanctions and other efforts to change Iranian state policy target 
aspects of Iran’s economy as a means of influence, it is important to evaluate Iran’s economic 
structure, strengths, and vulnerabilities. 

Since 2000, Iran has enjoyed broad-based economic growth. However, strong economic 
performance has been hindered by high levels of inflation and unemployment and low levels of 
foreign investment. Some contend that President Ahmadinejad’s expansionary monetary and 
fiscal policies have worsened unemployment, inflation, and poverty in Iran. 

Iran has long been subject to U.S. economic sanctions, and more recently, to United Nations 
sanctions, over its uranium enrichment program and purported support for terror activities. Such 
sanctions are believed by many analysts to contribute to Iran’s growing international trade and 
financial isolation. 

Iran’s economy is highly dependent on the production and export of crude oil to finance 
government spending, and consequently is vulnerable to fluctuations in international oil prices. 
Although Iran has vast petroleum reserves, the country lacks adequate refining capacity and is 
highly dependent on gasoline imports to meet domestic energy needs. To reduce this dependency, 
the country is seeking foreign investment to develop its petroleum sector. While some deals have 
been finalized, reputational and financial risks may have limited other foreign companies’ 
willingness to finalize deals. 

While Iran-U.S. economic relations are limited, the United States has a key interest in Iran’s 
relations with other countries. As some European countries have curbed trade and investment 
dealings with Iran, other countries, such as China and Russia, have emerged as increasingly 
important economic partners. Iran also has focused more heavily on regional trade opportunities, 
such as with the United Arab Emirates. 

High oil prices have increased Iran’s leverage in dealing with international issues, but the 
country’s dependence on oil and other weak spots in the economy have to come to light by the 
2008 international financial crisis, which may portend a slowing down of Iran’s economy. 

Members of Congress are divided about the proper course of action in respect to Iran. Some 
advocate a hard line, while others contend that sanctions are ineffective at promoting policy 
change in Iran and hurt the U.S. economy. In the 110th Congress, several bills were introduced 
that reflect both perspectives. Policies toward Iran likely will remain a key issue for the 111th 
Congress.  
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 The United States 
has designated the Iranian government as a state sponsor of terrorism. The Administration’s 2006 
U.S. National Security Strategy argues that the United States “may face no greater challenge from 
a single country than from Iran.”1 The United States contends that Iran is a destabilizing force in 
the Middle East and expresses concern about its growing influence in the region and 
internationally. The Bush Administration has accused Iran of arming Shiite militias in Iraq, 
providing support to Hezbollah and Hamas, and inflaming sectarian strife in the Middle East. The 
Administration also has decried Iran’s uranium enrichment activities, which it alleges are being 
used to develop nuclear weapons. 

This report provides a general overview of Iran’s economy, addresses related U.S. policy 
concerns, and discusses policy options for Congress. The purpose of this report is two-fold. First, 
it provides insight into important macroeconomic trends, policy reforms and objectives, key 
economic sectors, international trade patterns, and sources of foreign exchange.2 Second, in the 
context of U.S. economic sanctions imposed for national security and foreign policy reasons, it 
evaluates Iran’s economic structure, strengths, and vulnerabilities and discusses issues and 
options for Congress. 

Iran boasts the word’s third largest petroleum reserves, following Saudi Arabia and Canada, and 
the second largest gas reserves, after Russia. Iran also has the Middle East and North Africa 
region’s second largest economy, after Saudi Arabia, and the second largest population, after 
Egypt (see Table 1). Nevertheless, Iran faces a number of significant economic challenges. 
Internal challenges include dependence on oil export revenues to finance government spending 
and vulnerability to oil price fluctuations; dependence on gasoline imports to meet domestic 
energy needs; high inflation, unemployment levels, and poverty levels; reported domestic 
economic mismanagement; and widespread economic inefficiency. External challenges include 
U.S. and United Nations (U.N.) sanctions and other forms of U.S.-led financial pressure and the 
fallout from the recent global economic turndown.  

Table 1. Iran Country Overview 

Indicator Description 

Land Area 1.6 million square kilometers (slightly larger than Alaska) (CIA) 

Population 65.9 million (CIA) 

Median Age 26.4 years (CIA, July 2008 estimate) 

Head of State Mahmoud Ahmadinejad, elected as President in August 2005 

Capital Tehran 

                                                 
1 “The National Security Strategy of the United States of America—2006,” March 2006. 
2 Economic data for this report are drawn from data from the International Monetary Fund (IMF). As a member of the 
IMF, Iran reports on its economy to the IMF. The economic data are limited in their means of independent verification 
by the IMF. In addition, this report relies on data from the Economist Intelligence Unit (EIU) and Global Insights, 
international economic research and forecasting agencies. U.S. government sources of data include the Central 
Intelligence Agency for general economic indicators and the Census Bureau for trade data. 
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Indicator Description 

Life Expectancy at Birth 70.9 years (CIA, 2008 estimate) 

Gross Domestic Product (GDP) $768 billion (purchasing power parity) (EIU FY2007); 

$724 billion (real GDP translated into U.S. dollars using PPP exchange rate in 

2005) (EIU, FY2007 estimate)  

GDP Real Growth Rate 7.8% (EIU, FY2007 estimate) 

GDP Per Capita $10,781 (EIU, FY2007 estimate) 

GDP Composition at Factor Cost 

(Current Prices) 

Oil and gas, 27%; industry, 17%; services, 46%; agriculture, 10% (IMF, 2008) 

Unemployment Rate 12%, reported by Iranian government (CIA, 2007 estimate)  

Population Below Poverty Line 18% (CIA, 2007 estimate) 

Inflation Rate (Consumer Prices) 17.1% (EIU, FY2007) 

Exports $91 billion (IMF, FY2007) 

Export Commodities Petroleum, chemical and petrochemical products, fruits and nuts, carpets 

(CIA) 

Imports $55 billion (IMF, FY2007)  

Import Commodities Industrial raw materials and intermediate goods, capital goods, foodstuff and 

other consumer goods, technical services (CIA) 

Sources: Central Intelligence Agency (CIA) Factbook; IMF, Direction of Trade Statistics 

Note: The Iranian fiscal year runs from March 21st to March 20th. 
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The 1979 Islamic revolution changed Iran’s modern political and economic history. Ayatollah 
Ruhollah Khomeini and his supporters transformed Iran into an Islamic state with a public sector-
dominated economy that was increasingly internationally isolated. With the Iran-Iraq war (1980-
1988), Iran faced negative rates of real economic growth, declines in oil production and revenue, 
and high levels of inflation. This represented a reversal of economic prosperity in 1960s and 
1970s, during which Iran’s economy experienced real economic growth rates nearing 10%, one of 
the world’s highest, along with growth in per capita income and low inflation levels.3 

During the 1990s, Iran strived to rebuild war-torn local production, attract international 
investment, enhance foreign relations, liberalize trade, and, more recently, redistribute wealth 
under a series of a five-year economic plans. Post-war economic growth included recovery in oil 
output, but the country faced a severe economic downturn in the latter part of the decade due to a 
drop in international oil prices.4 

                                                 
3 Abdelali Jbili, Vitali Kramarenko, and José Bailén, “Islamic Republic of Iran: Managing the Transition to a Market 
Economy,” IMF, 2007, pp.1-5. 
4 Ibid. 
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Iran is the second largest oil producer in the Organization of the Petroleum Exporting Countries 
(OPEC). The country’s oil and gas reserves rank among the world’s largest. Iran’s economy is 
largely dependent on oil and is highly susceptible to oil price shocks. 

Since the 1979 U.S. embassy hostage crisis in Tehran, Iran has been subject to various U.S. 
economic sanctions. Such actions have been motivated over time by concerns regarding Iran’s 
nuclear program and support for terrorist organizations. More recently, the United States 
increasingly has focused on targeted financial measures to isolate Iran from the U.S. financial and 
commercial system. Sanctions have been imposed in order to change the Iranian government’s 
policies with respect to its nuclear program and support to terrorist organizations. To that end, the 
United States has imposed sanctions to curtail the development of Iran’s petroleum sector and 
constrain Iran’s financial resources in a way that motivates policy change in Iran. The United 
States also has applied diplomatic pressure on foreign countries and companies to limit business 
with Iran.5 In addition to the United States, some European Union states and other countries have 
imposed sanctions on Iran in line with moves by the United Nations (U.N.). 
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a. Negative grants may be due to the return to the owner of unspent balances that were previously disbursed 

as grants. 

b. OECD DAC members for which data is reported for are Australia, Belgium, Canada, Denmark, Finland, 

France, Germany, Greece, Ireland, Italy, Japan, Luxembourg, the Netherlands, New Zealand, Norway, 

Portugal, Spain, Sweden, Switzerland, the United Kingdom, and the United States. 
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Members of Congress appear to be divided about the United States’ course of action with respect 
to Iran. Some contend that the United States should pursue harsher measures against Iran, given 
the gravity of the real and potential threats posed by Iran’s uranium enrichment program and 
terrorism financing. Others suggest that perhaps the United States should consider more positive 
engagement with Iran through rebuilding diplomatic ties and pursuing economic engagement 
with Iran, such as through Iran’s accession to the World Trade Organization. They suggest that the 
Iranian state would be receptive to sincere positive engagement on the part of the United States. 

In a move to expand economic and diplomatic pressure on Iran, some lawmakers have advocated 
targeting Iran’s dependency on imports of refined petroleum products. Some lawmakers have 
advocated directly banning international exports of fuel products to Iran. For instance, 
H.Con.Res. 362, which was introduced in the 110th Congress, called on the President to prohibit 
the export to Iran of all refined petroleum products.163 Others encourage eliminating U.S. support 
for foreign companies that supply gasoline to Iran. In November and December of 2008, two 
groups of Members of Congress sent letters to the Export-Import Bank advocating that the bank 
ends loan guarantees to companies doing key business with Iran. Since the letter, India’s Reliance 
Industries has announced that it will terminate gas sales to Iran once the current contract expires. 
Supporters of such punitive options assert that they will place pressure on the Iranian 
government, given Iran’s lack of refining capacity and dependence on gasoline imports. Others 
express concern that such action would adversely affect global energy supplies and ramp up 
prices for U.S. consumers.164 Some critics also maintain that such an action would target the 
Iranian populace, more so than the regime. 
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There is debate about whether or not the United States should pursue more sanctions against Iran 
unilaterally or through U.N. action. Some lawmakers assert that U.S. unilateral efforts to pressure 
Iran may detract from building multilateral consensus to widen punitive measures against Iran 
through the United Nations. Some maintain that unilateral efforts also might reduce Iran’s 
willingness to cooperate with the United Nations. Additionally, foreign countries, such as the 
Persian Gulf states, may not be as responsive to unilateral action by the United States as they 
would be to multilateral action, given the growing trade ties between the Gulf states and Iran. For 
instance, Arab diplomats note that while they would respect U.N. sanctions against business with 

                                                 
163 H.Con.Res. 362, “Expressing the sense of Congress regarding the threat posed to international peace, stability in the 
Middle East, and the vital national security interests of the United States by Iran’s pursuit of nuclear weapons and 
regional hegemony, and for other purposes,” May 22, 2008. 
164 Jad Mouawad, “Iran feels West’s grip; Energy troubles carry risks of protests,” International Herald Tribune, 
February 13, 2007. 
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Iran, it is difficult to comply with unilateral U.S. sanctions in light of growing trade relations with 
Iran.165 

Others note that pursuing multilateral action can be a lengthy process and that it is difficult to find 
consensus among foreign countries with various competing interests, such as promoting 
international security and promoting economic growth through trade with Iran. The United 
Nations successfully passed the third round of sanctions against Iran only after watering them 
down to satisfy Chinese and Indian concerns. As industrializing countries with increasing energy 
demands and insufficient supplies, China and India view Iran as a critical energy supplier for their 
needs. Such short-term national interest priorities may override international long-term security 
concerns about Iranian alleged terrorist financing or nuclear technology development.Still, many 
lawmakers consider the recently-passed third U.N. resolution a good first step and support 
pushing for more punitive action through the UNSC. Others suggest that to the extent to which 
China and India engage in economic transactions with Iran may be muted somewhat by the two 
countries’ ties with the United States. 

	�������#��������������	���-��+�������������
����

Analysts debate the impact of sanctions on Iran’s economy. International tensions associated with 
Iran’s nuclear program and alleged financing for terrorist organizations undoubtedly have 
complicated Iran’s business environment. Some analysts point to Iran’s low levels of foreign 
investment, difficulties obtaining trade finance, and challenges in developing its oil and gas 
sectors as evidence of the impact of sanctions. 

On the other hand, according to a GAO report, “Iran’s global trade ties and leading role in energy 
production make it difficult for the United States to isolate Iran and pressure it to reduce 
proliferation activities and support for terrorism.” The Peterson Institute for International 
Economics (IIE) writes that sanctions increasingly have been unsuccessful as globalization has 
allowed embargoed countries to find other suppliers and export destinations for trade and 
investment.166 Sanctions may not raise the costs to the point that they are crippling to the Iranian’s 
trade and financial interactions with the rest of the world. Iran reportedly is able to circumvent the 
trade ban by transshipment of U.S. exports through other countries, such as the UAE. In addition 
to transshipment, analysts also note that international sanctions may simply divert Iran’s trade to 
other countries that do not enforce sanctions against Iran. 

In addition to the impact of sanctions on Iran’s economy, some lawmakers question the 
effectiveness of sanctions, noting that despite thirty years of sanctions, the United States has not 
been able to significantly shift the Iranian government’s policies. Previous studies have found that 
sanctions have little impact on government policy. Rather, they tend to hurt the population of a 
country. In congressional testimony, one observer stated, “In a broader sense, sanctions often end 
up hurting ordinary people while having little impact on the government leaders we are trying to 
influence.”167  
                                                 
165 Jay Solomon, “U.S. Sanctions Bahrain Bank Over Iran,” The Wall Street Journal, March 13, 2008. 
166 Jeffrey J. Schott, “The Iran and Libya Sanctions Act of 1996: Results to Date,” Peterson Institute of International 
Economics, Testimony before the Committee on International Relations, U.S. House of Representatives, July 23, 1997. 
167 William A. Reinsch, President of National Foreign Trade Council and Co-Chairman of USA*Engage, Testimony 
before the U.S. Senate Committee on Finance, Regarding S. 970, The Iran Counter-Proliferation Act of 2007,” April 8, 
2008. 




