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The Tehran Stock Exchange (TSE) experienced unprecedented daily trade volumes, averaging
at USD 250 million per day during December with the TSE all-share index witnessing further
growth of 4%. Individual investors, who carried out 70% of purchases, were the main contributors
to this increase.
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The implementation of the interim nuclear deal and the Iranian parliament warning three government cabinet members will be discussed in this section.
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Iran’s non-oil exports being behind targets, Iran’s receivables from the world and an overview of
property prices in 1392 will be covered in this section.
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Market Overview
The Tehran Stock Exchange (TSE) experienced
unprecedented daily trade volumes, averaging at
USD 250 million per day during December. Buyers were particularly enthusiastic about shares
of some of the larger companies; consequently,
the TSE all-share index witnessed a further 4%
growth this past month. The 5.5-fold leap in trade
volumes compared to the same period last year
is indicative of investor interest towards the stock
market. Among the main contributors to this increase are individual investors, who based on ofÞcial reports, carried out 70% of purchases in the
market. In addition, 70% of the number of trades
was carried out online, indicating the increased
presence of individual buyers in the market. This
positive atmosphere and increased trade volumes
have resulted in large price movements. A clear
example of this trend was observed in trading of
smaller companies such as tile makers, automotive and rubber manufacturers. Given the inßux of
individual investors and the reluctance of larger
shareholders to sell, the stocks of these companies experienced a 5 to 10 fold increase in value
over the past year.
To keep up with the increasing demand, major
shareholders started to offer their shares heavily at market value, yet, they did not succeed to
respond to the buyers’ thirst. To temporarily balance against the share price increases and the
heavy inßux of liquidity, the stock exchange ofÞcials have been trying to encourage the government and semi-governmental entities to increase
their offerings of shares to the market.
We shall now examine in greater detail several
individual sectors of the market:

Stock market valuation
The average P/E of the market reached the vicinity of 8.5 by the end of December. This valuation
level has been seen only in 2003 and 2004 and,
very brießy, in the spring of 2010. The highest average P/E was observed in 2004, which reached
a high of 8.9. Once again, there is the potential for
the P/E to reach its previous highs, if the current increase in share prices does not translate into proÞt
for companies. However, with the banks’ annual
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deposit interest of 20%, the 100% gap between
yields and the average cash returns of the market must be compensated for through increasing
future proÞts. Otherwise, given the current stock
price levels and the relatively low dividend payout
ratio of companies, purchasing some of the stocks
poses serious price risks. This is while expectations of 2 to 3% economic growth in 2014 joined
with 20% appreciation of the Rial in the past six
months have slowed down the proÞtability growth
of companies.
On the other hand, stock prices of some of the
major holdings and investment companies (especially in the petrochemical sector) surpassed their
net asset value (NAV) in the past few weeks. This
event has happened only once before, namely in
the Þrst half of 2004. A comparison of this current situation with the long term average ratio of
P/NAV in investment companies, indicate a deviation of ratios of these companies from the average
valuation levels by at least 25%. Another recent
phenomenon has been the growth in the stock
prices of newly-launched petrochemical and cement projects on the over the counter (OTC) market. Projects that are not yet operational but due
to the positive sentiment in the market, the stock
prices of these projects have reached their postcompletion values. This suggests that some of the
share prices are deviating from their fundamental
values; this can be partially attributed to the fresh
liquidity inßows and the absence of comparable
stock offerings. Following and due to these developments, the market capitalization (both the TSE
and OTC) surpassed USD 180 billion in late December.
All the while, the accelerating growth of stock
prices has made market players more cautions in
regards to their investment decisions. At the same
time, the heavy inßux of liquidity has left no room
for price corrections over the last few months.

Privatization
The head of the stock market organization attended the government committee in mid December, in which important decisions were made in
regards to strengthening stock offerings. Based
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on these decisions, the government has agreed
to offer stocks equal to 5% of the ownership value
of the companies privatized gradually on the market under article 44. This policy aims to help balance the current supply and demand in the capital
market.
In the last week of December, privatization was
set in motion through the government’s offerings in the amount of USD 50 million in the steel,
petrochemical and banking sectors. In addition,
stock exchange ofÞcials have been successfully
encouraging semi-governmental Þnancial institutions (such as banks, retirement funds and the
social security fund) to join forces and increase
their offerings on the stock market. Tehran Stock
Exchange and Farabourse (the OTC market) ofÞcials are trying their best to prepare the necessary ground for such developments and to pave
the way for companies to absorb the roaring inßux
of liquidity so they can strengthen their production
and development plans.

Real Estate
Often in boom periods, various sectors will absorb
much of the liquidity despite sometimes lacking
compelling fundamentals. The TSE has not been
an exception to this trend in the past few months
and stocks of many industries have experienced
constant growth regardless of their risk and potential. The construction industry was a prime example of this event and it performed particularly
well in December. The industry marked an average growth of 42%, which not only made it the star
performer of the stock market, but also documented the best month for the industry over the past
43 years. In addition, the P/E ratio of the industry
surpassed the Þgure of 9 towards the end of December, which is the highest level for the stocks of
this industry over the past 8 years. More detailed
analysis of this industry show that the year-to-date
price index and P/E ratio of the industry have doubled since the beginning of 1392 (March 2013),
which proves the relative, and yet constant, proÞtability potential of construction companies despite
the leap in stock prices. The shares of construction companies witnessed a boom while the actual real estate market is experiencing a period of
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stagnations. OfÞcial indicators show a reduction
of 10-15% in the price of urban properties in the
summer compared to the spring. Moreover, the
50% reduction in the sector’s trade volumes indicates that, even with current prices, there are not
enough buyers for the large supply of properties.
Given that the stagnation cycles of the housing
market historically last for 2 to 3 years, it is unlikely for the industry to emerge from the current
sentiment in 2014. As such, the continuation of
the current sentiment will make the business environment for construction companies on the stock
market more challenging.

Cement and Petrochemical
In December, the market witnessed two developments in terms of natural gas for industrial use,
which had a negative impact on the proÞtability of
companies. The Þrst event was the lowering and
eventually cutting off supply of industrial gas used
by factories, which was concurrent with a drastic
temperature fall in the second week of December.
Initial news indicates that the problem is most serious in the Mahshahr area, which is a centre for the
Iranian petrochemical industry. In addition, due to
a shortage of gas, nearly all cement companies
have resorted to fuel oil for energy. Nevertheless,
with the price of every liter of fuel oil being three
times higher than a liter of gas, these companies
are being exposed to substantially higher costs.
The second piece of news relates to nearing of
the deadline for the pricing of petrochemical natural gas feedstock after 15 months. The consensus is that the current government will Þnalize the
scenario put forward by the previous government
($0.13 per liter), which after having been compared with neighboring countries’ prices, has been
approved. The issue now is whether these prices
will be implemented as of the new year in a couple
of months. In reaction to these events, the market witnessed a fall in the shares of petrochemical
companies by an average of 3.1% in December.
It seems that they will aim to announce the Þnal
decision on the issue later in January. With this,
however, the biggest uncertainty for investors in
regards to the petrochemical industry will disappear.
3
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Budget plan and the stock market
The budget bill for the Iranian calendar year 1393
(starting on March 2014) was handed to the parliament in time this year. The content of the bill does
not encompass drastic changes compared to the
current budgetary path set out in 1392. Nonetheless, some analysts have voiced their concerns
about the income side of the budgetary bill, especially in the area of oil sales and tax income and
customs charges, which are estimated to be 40%
higher than the previous year (660 trillion rials).
Moreover, forecasting an inßation rate of 21-24%
and liquidity growth of 18-20% resulting from the
implementation of the new budgetary bill show that
the current policies over liquidity creation and the
resultant inßation are likely to linger. As such, any
expectation of a reduction in bank’s interest rates
in the medium-term is unlikely. Therefore, there is
a slim chance that the new budgetary bill will succeed in increasing the P/E ratio of the stock market. On the other hand, the prediction of the bill of
an exchange rate of 26500 rials for every dollar
unveils the government’s intention to stabilize the
exchange rate at 10% lower than its current free
market rate. Should these predictions materialize
the outlook for the proÞtability of industries will be
limited in 2014. So far, the average exchange rate
in 1392 has been 32000 rials per dollar. As such,
achieving a rate of 26500 rials per dollar will affect the proÞt margin of a wide spectrum of major
companies in the market, especially in the petrochemical, metals and mineral sectors. On the other hand, the more than doubling of proprietary interest and government royalties (now set at USD
600 million) has caused mineral stocks to fall and
the main index of metal ore industries to drop by
3.1% in December. However, these costs have
not been accepted by mineral groups for the current year. However, the passing of ofÞcial legislation by the parliament will oblige the companies to
accept the speciÞed costs next year.
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attention to this variable is of paramount importance in speculations over the upcoming report.
The value of every dollar in the unofÞcial market
stood at 29000, 31000, and 35200 rials over the
summer, autumn and winter of 2012 respectively.
In 2013, the value of dollar remained on average
between 35400 and 32100 over the spring and
summer. However, in the autumn of 2013, the exchange rate stood on its lowest over the past four
seasons with one dollar selling at 29980 rials in
the unofÞcial market. Given the high correlation
between the proÞtability of various listed companies and the unofÞcial exchange rate, it is safe to
expect a reduction in the average proÞt of such
companies in the fourth quarter of 2013 compared
to their performance in previous quarters. The
value of each dollar has dropped by at least 15%
compared to spring of 2013.
Overall, the combination of the foreign exchange
rate depreciation and persistent stagnation due to
a reduction in demand for stocks could potentially
be reßected in the 9-months report resulting in a
weaker performance for listed companies in the
winter compared to the past spring and summer.

9-month corporate earnings report
In January, the market is about to witness one of
the most important annual developments, namely
the release of the companies’ performance report
over the past nine months. Given that a substantial
part of the market’s boom over the past 16 months
has been the result of exchange rate ßuctuations,
Iran Investment Monthly
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Performance of TSE All Share Index (December)
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Market Statistics
Average P/E

8.5

Trade Volume ($ Billion)

4.5

Trade Value Monthly Change (%)

36

Market Cap ($ Billion)

173

Top 5 Traded by Value
Rank

Company Name

1

Tamin Petrochemical Co.

162

4

2

Saderat Bank

161

4

3

Ghadir Investment Co.

161

4

4

Persian Oil and Gas Development Co.

158

3

5

Bandar Abbas Oil ReÞning Co.

138

3

Turnover Value ($Million)

% of Total Turnover

Top 5 Companies by Market Cap
Rank

Company Name

1

Persian Gulf Petrochemical Industry

16,759

10

2

Bandar Abbas Oil ReÞning Co.

7,980

5

3

Isfahan Mobarakeh Steel Co.

6,990

4

4

National Iranian Copper Industries Co.

6,658

4

5

Iran Telecommunications Co.

6,681

4

Market Cap ($Million)

% of Total MC

All Þgures quoted in USD in this Newsletter are calculated based on the Central Bank of Iran’s ofÞcial USD/IRR exchange rate of 24790, as at 31 December 2013
Due to Central Bank’s revision on the ofÞcial exchange rate of the Rial, their equivalent value in USD has reduced dramatically.
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Implementing the Interim Nuclear Deal
After the historic deal over Iran’s nuclear program in November, it was announced by Iran
and the P5+1 that both parties had reached an
arrangement that would implement the terms of
the agreement starting on January 20th 2014.
The implementation of the deal made back in
November was an important step in the action
plan that was accepted by both parties. The
P5+1 and Iran met on a number of occasions
on a technical level, in order to discuss and negotiate the terms of how the accord would be
implemented. The diplomats had continued to
discuss ways on how each party planned to put
into affect the terms of the action plan they had
earlier agreed to, and the timeframe of when
each step would be taken.
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In Iran, members of the Iranian parliament are
also working to pass a law, under which the Iranian government would be forced to enrich uranium to a level of 60%, if the current accord is not
respected by Western countries and new sanctions are placed on the Islamic Republic. The Iranian government, states that Iran fully respects its
commitments under the Geneva agreement and
will fully implement its part of the deal during the
period when the country would negotiate for a Þnal
and comprehensive agreement.
Analysts state that the implementation of this deal
is an important step towards resolving a decadelong dispute over Iran’s nuclear program and possible further expansion of ties between Iran and
the West.

With the implementation of the so called action
plan, Iran, the European Union and the United
States, started the process of executing their respective requirements in accordance with the
deal. Iran for its part, started its voluntary suspension of enriching uranium to 20% levels, along with
other speciÞed measures such as more frequent
inspections by the International Atomic Energy
Agency, while the E.U. and U.S. both moved to
ease sanctions as was planned under the terms
of the Geneva accord. These included the transfer
of some of Iran’s oil revenue in tranches which is
currently frozen in accounts outside of Iran, and
the removal of sanctions on Iran’s automotive and
petrochemicals sectors.

The Iranian Parliament warns three government cabinet members
The Iranian parliament (Majlis) has on three separate occasions presented ofÞcial warnings to three
cabinet members of Mr. Rouhani’s government in
the past four months. The Þrst warning or “yellow
card”, as the warning is referred to in the Majlis,
was to the Iranian Minister of Economy, Mr. Ali
Tayebnia. The parliament had on a number of occasions summoned Mr. Tayebnia to explain different economic matters; however, in the most recent
case, members of parliament were not convinced
by the minister’s explanations and hence presented him with an ofÞcial warning. The question that
led the parliamentarians to issue the warning was
Over the period of the provisional deal, which is regarding comments by the Governor of Iran’s
due to last 6 months, the P5+1 and Iran will contin- Central Bank on the issue of foreign exchange
ue negotiations on the terms of a permanent deal. rates where it was discussed whether current levPresident Obama has welcomed the implementa- els can be deemed logical. The Economy Minister
tion of the interim deal, but stated that a perma- had argued that volatility in exchange rates was
nent deal would require negotiations and discus- not beneÞcial to the country and that he supported
sions that may be difÞcult. The execution of the efforts to increase the value of Iran’s national curdeal comes against a continuous campaign in the rency in a logical way. The warning was issued
U.S. Congress to levy harsher sanctions against despite the fact that Mr. Tayebnia had received a
Iran, which is against the agreement made in Ge- record vote of conÞdence of 96% from the Majlis
neva. The Obama administration has stated that it during the cabinet’s formation in the summer of
is eager to prevent this move as it would weaken 2013.
U.S. credibility among the P5+1 and disrupt the
current possibility of improving U.S. and Iranian The parliament’s warnings were not, however,
limited to the Economy Minster, but were later isrelations.
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sued to the Science and Culture Ministers as well.
In the second warning, three weeks later, Iranian
members of parliament summoned the Science,
Technology and Research Minister, Mr. FarajiDana, for questioning regarding some managerial
changes and appointments in the ministry. The
parliamentarians were once again unconvinced
by Mr. Faraji-Dana’s explanations and presented
him with an ofÞcial warning as well.
The third warning went to Mr. Janati who is the
government’s Minister of Culture and Islamic
Guidance. Mr. Janati’s summons to the parliament
was due to his stated regret over the suspension
of a newspaper that had published a sensitive article that was deemed to be against the country’s
religious edicts. The Minister, similarly to his colleagues, was unable to convince the parliamentarians with his explanations and hence received
an ofÞcial warning.
According to the Iranian parliament’s guidelines,
when a member of the government’s cabinet receives three warnings, arrangements for the impeachment of that cabinet member can be initiated. The recent moves are regarded by analysts as
a way to exert pressure on President Rouhani’s
government by the Iranian parliament. This is because the majority of parliamentarians are regarded as belonging to different conservative political
factions that are at odds with moderate factions
close to Mr. Rouhani.
The Iranian President however dismissed the
warnings and said that his government will continue to push its policies forward.

Iran Investment Monthly
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Iran’s non-oil exports behind schedule
The Trade Development Organization (TDO) set
a target value of USD 59 billion for non-oil exports
for the Iranian calendar year 1392, starting on
March 2013, (the third year of the Þfth development plan). The TDO’s ideal was for non-oil exports to reach USD 89 billion by the end of the Þfth
development plan. Meanwhile, the non-oil export
value was USD 43 billion in the previous year. So,
for the TDO’s target to materialize, the non-oil export value needs to increase by USD 16 billion in
2013 over the 2012 Þgure.
However, based on the 8-months report published by
the Islamic Republic of Iran Customs Administration
(IRICA), Iran’s overall foreign trade value currently
stands at USD 52.85 billion, of which the share of
non-oil exports is USD 28.6 billion. This shows that
only 48% of the target value has been achieved.
Economic activists attribute these events to exchange rate instability, international sanctions and
economic inactivity in the period before and after the
presidential election. Currently, the most important
destinations for Iran’s non-oil exports are China, Iraq,
UAE, Afghanistan, India, Turkey, Turkmenistan and
South-East Asian countries. However, it is expected
that the alleviation of sanctions can expand Iran’s
trade partners to include EU countries to a greater
extent. The easing of sanctions can also rejuvenate
Iran’s competitiveness in the regional market. In the
past 8 years, the trade cost of exports has increased
by 70%. This is while other Middle Eastern countries
have experienced a rise of only 8% in their trade
costs over the same period.

Comparison of the value of non-oil
exports in the Þrst 8 months of 1392
(Mar-Nov 2013)- million dollars
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Analysis of the trade balance is indicative of a
healthier trend. Although Iran’s export value of
non-oil commodities dropped in 2012 compared
to 2011, the gap between export and import values has been narrowing. In other words, 70% of
the foreign currency required for imports in 2013
has been secured through exports, whereas only
30% of the required foreign currency in 2005 was
provided for through non-oil exports.
Based on IRICA’s report, although the export
value is lower in 2013 compared to 2012, export
volumes do not show a signiÞcant difference. In
fact, in terms of volumes, Iran has exported more
and imported less in the Þrst 8 months of 1392
(Mar-Nov 2013) compared to the same period last
year.

Comparison of the volume of non-oil
exports/import in the Þrst 8 monthsof 1392
(Mar-Nov 2013)-thousand tons
60000
50000
40000
30000

2013
3 Volume

20000

2012
2 Volume

10000
0
Export

Impo
ort

Iran’s receivables from the world
According to Iranian ofÞcials, more than $60 billion
of the country’s oil revenues are frozen in foreign
banks and out of reach. In addition to oil revenue,
Iran seems to have about $40 billion of its nonoil revenue frozen in foreign banks. Nearly half of
Iran’s monthly earnings from crude oil exports are
accumulating in accounts outside the country because of sanctions that restrict Tehran’s access to
the money. Currently, around $1.5 billion of crude
oil revenues is piling up in restricted foreign accounts every month. Crude revenues overall averaged about $3.4 billion monthly in the Þrst half of the
year. This means Iran is not able to either spend or
repatriate about 44% of its crude oil income.
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South Korea has $5.56 billion of Iran’s money stuck
in its bank accounts, with a similar amount held up
in Japan since the beginning of the year, according
to Reuters. Iran has previously said that China, its
top oil purchaser, owes Iran around $22 billion. India is Iran’s second-largest buyer and owes Tehran
about $5.3 billion for oil shipments, according to the
government and reÞning sources.

Iran’s receivables from crude importers
(billion dollars)
Crude sale receiva
ables
25
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22

extra production and sales by the Iranian automotive industry due to the lifting of the ban on
imports of car parts, and the unblocking of $400
million in Iranian frozen assets to help pay the
costs of Iranian students abroad. A suspension
on a ban in Iran's trade in gold and other precious metals is also expected to bring in less
than $1 billion.
The easing of sanctions is also expected to increase Iran's crude sales in the region. The removal of the EU restrictions on insurance opens
the door for Indian reÞners to increase imports to
contract levels without breaching sanctions that
remain in place that limit Iran's overall exports to
around 1 million barrels per day (bpd).
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The repatriation of oil revenues is only part of
the problem. Estimates show that Iran's trade
surplus is gradually disappearing due to a gradual drop in oil exports. According to the Institute
of International Finance (IIF), Iran's total trade
surplus has fallen from about $70 billion in 2011
to about $44 billion in 2012. IIF estimates that it
will reach about $38 billion by the end of 2013.
In addition, crude oil revenues have fallen by 58
percent since late 2011 because of sanctions.
The revenues averaged an estimated $8 billion
per month in the Þrst half of 2011, and then fell
to $6.3 billion in the Þrst half of 2012 and an
estimated $3.4 billion monthly in the Þrst half of
2013.
However, following the recent political developments in Geneva, some of the frozen monies
are expected to be released and repatriated
through ofÞcial routes. The interim deal will be
worth up to $7 billion to Iran, consisting of $4.2
billion in Iranian oil sales revenue unblocked
from frozen accounts, $1 billion repatriated from
petrochemical sales, a possible $500 million in
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Property prices
According to Iran’s Statistical Center (ISC) report,
the average price of apartments in Tehran has
dropped by 4% in the summer of 2013 compared
to the spring. Similarly, land prices have slumped
by 10% in the same period. Based on this report,
the price of land in the capital has reached to 52
million Rials per square meter, representing an increase of 100% compared to the previous summer
but a reduction of 10% compared to the spring of
2013.
Rent prices have also experienced a downward
trend. Although most often rent prices act independently of land and property prices and usually
increase, they have been declining recently due
to expectations of a downward trend. A major part
of these deßationary trends can be attributed to
the reduction in transaction volumes in the housing sector. According to the ISC, the volume of
transactions has dropped by 23% in the spring of
2013.
In the hope of repairing such a reduction in transactions, the government recently presented the
parliament with a bill suggesting a loan of 1 billion
Rials be given to builders and buyers of property.
However, the Central Bank of Iran believed that
this Þgure may inßict a sudden shock to the prices
in the sector and thereby have an inßationary inßuence on a macroeconomic level.
9
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Bank loans and the growth of prices
in the housing sector
Percent increase
in bank loans

Percent increase in
property prices

35,000,000

40%

215%

1998-2001

70,000,000

100%

148%

2002-2005

120,000,000

71%

85%

2006-2009

180,000,000

50%

200%

Period

Bank loans

1990-1993

25,000,000

1994-1997

Iran Investment Monthly

10

Volume 8, No. 88

About Turquoise
Turquoise is a boutique investment Þrm based in Iran. Turquoise creates Þnancial products and offers
Þnancial services to select clients and investors who are interested in the Iranian market. Having a
qualiÞed and diverse management team with a wealth of international expertise enables Turquoise to
beneÞt from coupling a network of global expertise with an enviable reputation for local knowledge,
professionalism and integrity.
Turquoise publishes this electronic newsletter, Iran Investment Monthly, with the aim of keeping its
recipients updated on the latest macroeconomic developments in Iran, providing an in-depth analysis
of the Tehran Stock Exchange as well as introducing new Þnancial products and private equity
opportunities to potential investors.

Iran Investment Monthly is distributed exclusively amongst Iran analysts and potential investors who
have worked closely or have been in contact with Turquoise Partners. Subscription to this newsletter is
by referral only or through an online request sent to: info@turquoisepartners.com

Disclaimer
This material is for information purposes only and does not constitute an offer to sell, nor a solicitation
of an offer to buy any speciÞc shares.
The analysis provided by this publication is based on information that we consider reliable and every
effort is made to ensure that the facts we publish are correct. However, we do not represent that all
facts and Þgures are complete and accurate; therefore, we can not be held legally responsible for
errors, emissions and inaccuracy.
This publication does not provide individually tailored investment advice and may not match the
Þnancial circumstances of some of its recipients. The securities discussed in this publication may not
be suitable for all investors. The value of an investment can go down as well as up. Past performance
is no guarantee of future success.
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mechanical, photocopies, recording or by any information storage or retrieval system without prior
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