
This report focuses on significant changes in the Islamic 
Republic of Iran’s defence and security budget for 2020–2021

• In the 2020–21 budget, it has been assumed that Iran’s oil 
export revenues represented will be approximately 63 percent 
lower. Despite this, Tehran aims to increase defence and 
security expenditures.

• Particularly noteworthy is the security and defence allocation, 
which is roughly 66 percent higher. The public security and 
political system’s security allocations (including the police 
allocation) have been increased by 33%.

• As stated in the sixth five-year development plan, the regular 
army’s (the Artesh) weapons systems are to be thoroughly 
modernised, while the revolutionary army’s capabilities 
(Islamic Revolutionary Guard Corps, the IRGC) are to be further 
expanded as well. 

• The 2020–2021s budget is a continuation of Iranian armed 
forces’ intensive modernisation process based on earlier plans 
of offensive and defensive capabilities development. For the 
time being, the outcomes of this process seem to be relatively 
modest, however. 

• At the same time, Iran’s budget has again recorded a deficit, 
which is being mitigated by selling state property, and by debt 
instruments. In the current circumstances of the sanctions 
system, Iran’s economic policy faces various challenges. This 
means that Iranian politicians must demonstrate a substantial 
dose of creativity in fiscal and monetary policy and reforms.
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This report is an annual publication: the current version is an update and enhancement 

of reports published by the same author in previous years (2017-2019). All sections are in 

the same form as in the previous report, although their content has been updated and/or 

expanded. The Defence and security of the 2020/21 budget section is the most widely 

updated and based on current information as of time of writing. 
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Summary 

 

The report focuses on significant changes of the particular items in the Islamic Republic of 

Iran's (IRI) 2020/2021 defence and security budget law.  By significant changes, the author 

understands a 20-25 expenditure increase or decrease in a given category, new items added 

to the budget, and other sections essential for IRI's defence and overall security. Due to the 

rapid changes of currency exchange rates (rial's losses to the dollar), but first and foremost 

the inflation caused by, among others, the US sanctions, the current budget calculations 

have been based on an exchange rate where 42 000 rials = 1 US dollar. Certain amounts 

have been expressed in the euro, as – starting in April 2018 – the euro replaced the dollar in 

Iran's financial statements. Moreover, since amounts expressed in US dollars do not 

constitute real costs, they should be treated as illustrative only, i.e., approximations of the 

Iranian security apparatus's potential. Naturally, it must be added that defence 

expenditures do not necessarily reflect actual combat readiness or crisis management 

capabilities. 

In the 2020-2021 budget, it has been assumed that oil export revenues represented in rials 

will be approximately 63 percent lower. Still, considering the supply-demand shock caused 

by the SARS-CoV-2 pandemic, it is difficult to estimate the actual level of oil export 

revenues. In 2020/21, they were expected to exceed tax revenues (approximately 48.7 billion 

dollars) and account for almost 10.1 percent of the budget's revenues. At the same time, 

crude oil and petroleum products revenues were expected to drop to merely 2.8 percent 

(less than 13.6 billion dollars, a decrease of 22.9 billion against 2019/20). This means that in 

the 2020/21 budget, total revenues from taxes, crude oil, and petroleum products are 

approximately 15.3 billion dollars lower than in the previous year. Forecasts of the 

International Monetary Fund (IMF) indicate that in 2020/21, Iran's GDP was to be affected 

by a real decrease (-6 percent), and the inflation rate is expected to fluctuate around 34 

percent. 

The May 2018 restoration of the American sanctions on IRI resulted in decreasing the 

budget's revenues from oil exports. Despite this, Tehran aims to increase defence and 
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security expenditures (currently approximately 28.65 billion dollars). Particularly 

noteworthy is the security and defence allocation, which is roughly 66 percent higher. In the 

2020/21 budget, the public security and political system's security allocations (including the 

police allocation) was increased by 33%, equivalent of approx. 1.9 billion dollars (to 

approximately 7.53 billion).  5.61 billion dollars were allocated to the police alone. This trend 

will probably be maintained in the years that follow. The role of paramilitary organizations 

(the Basij) was to be developed according to the current plan, i.e., the number of militants is 

to be increased, and cyclical training and manoeuvres are to be continued to raise combat 

readiness. The budget showed a 23% increase in research and development expenditures in 

the defence and security sectors, though the change is much less radical than last year. 

The new budget also concentrated on further implementation of the sixth five-year 

development plan 2016–2021 (Sixth FYDP), which was launched with delay in 2017. As 

stated in the Sixth FYDP, the regular army's (the Artesh) weapons systems were to be 

thoroughly modernised, while the revolutionary army's capabilities (Islamic Revolutionary 

Guard Corps, the IRGC) were to be further expanded as well. The 2020/21 budget is  

a continuation of IRI's armed forces' intensive modernisation process based on earlier plans 

of offensive and defensive capabilities development. For the time being, the outcomes of 

the modernisation process seem to be relatively modest. Even though the Sixth FYDP 

stipulates an average annual GDP growth of 8 percent and exports of goods and services 

(other than hydrocarbons) of 21.7 percent, the levels should be regarded as absolutely 

unachievable in the current economic situation, particularly considering the impact of the 

SARS-CoV-2 epidemic which can potentially negatively affect the army's modernisation 

plans. 

Still, budgetary expenditure plans clearly show that programmes aiming to increase military 

and police capabilities remain a priority for Tehran's political elites. At the same time, IRI's 

budget has again recorded a deficit, which is being mitigated by selling state property, and 

by debt instruments. In the current circumstances of the sanctions system, Iran's economic 

policy faces various challenges, including a decrease in total imports, a decrease of crude oil 

and petroleum products exports, an outflow of foreign capital, and inflation reaching 30-40 

percent. The country is also experiencing structural problems. This means that Iranian 
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politicians must demonstrate a substantial dose of creativity in fiscal and monetary policy 

and reforms. Iran's economic problems' actual scale remains somewhat elusive, but it 

appears to be much less catastrophic than had been expected. Although the situation is 

becoming more stable, the economic problems of ordinary Iranians – coupled with the 

revival of violent competition at the higher levels of the social ladder – are real and imply 

the existence of strong social contrasts and conflicts. Two facts further corroborate the 

assumption that, due to public finances' problems, there is growing tension among Iran's 

political elites: (1) 2019 saw an open debate on the necessity of changing the budget's 

structure, and (2) in 2020, all the revolutionary parastate organisations, including 

foundations (bonyads), were paying taxes higher by 93 percent.  Iran's economy is 

undergoing constant changes under the pressure of the sanctions, which, in some respects, 

can be perceived as the paradoxical outcome of the American "maximum pressure policy." 

For instance, the situation has contributed to the accelerated privatisation of state property. 

Tehran can still count on Russia and China's support because only these two countries 

appear to be able and willing almost to ignore or at least bypass the American sanctions, 

using legal loopholes. It seems likely that the governments in Moscow and Beijing are 

taking steps to make it easier for Iran to adjust to the American sanctions’ regime. An 

additional, though modest, relief for the Iranian economy may also be brought by the free 

trade agreement with the Eurasian Union. The agreement entered into life in October 2019. 

Iran is currently trying to showcase the development of relations with Russia and China, 

underlining it is working on multiannual framework agreements. Nothing is known about 

the would-be 25-year agreement between Tehran and Beijing. There have also been reports 

mentioning another long-term cooperation between Iran and Russia, but here, too, we are 

mainly dealing with propaganda rather than factual information. It is possible that even if 

such agreements are signed we will never know their full content. The deals would probably 

be general, leaving the countries in a comfortable position enabling flexible operations. 

Therefore, it may be that the supposed "disclosure" of the draft agreement with China was 

intended to cause criticism in Iran, which could exert pressure on Beijing and communicate 

Iran's expectations anchored in the public opinion. 
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More and more taxes are being imposed and some of the existing rates are being raised. 

The fiscal system is being tightened since foreign investors fled the country. Iran is striving 

to make maximum use of the melting revenues from hydrocarbons for economic 

development and modernisation. The fiscal buffer is intended to mitigate the impact of 

decreased hydrocarbons revenues, at least to some extent. Certain private investigation 

firms informed Reuters that, according to their estimates, in 2019 Iran was exporting 

approximately 400-500 000 barrels of oil per day (BPD). Before the US' withdrawal from the 

nuclear deal, Iran was selling approximately 2.7 million barrels of oil and condensates per 

day. It was rightly indicated that Iran might adjust to the sanctions by exporting refined and 

petrochemical products instead of crude oil and by increasing national consumption. It 

looks as if the industry has sufficiently adapted to the new conditions, but Iran's budget will 

not recover the lost profits from crude oil exports until the sanctions are lifted. In this 

context, the choices made by Iranian decision-makers pertaining to the methods of budget 

deficit financing in the coming years will be of vital importance. The same refers to the 

potential return to negotiations. For the time being, Iran does not have enough rational 

reasons to express willingness to return to the negotiating table with the US. 

The sanctions' impact is clearly visible in this year's budget, and financing of public 

expenditures is proving difficult. Internal security expenditures have been gaining 

importance for at least the last two years but spending on the army is growing as well. The 

2020/21 budget distinctly shows that Iran is concerned about the possibility of internal 

destabilisation, which may be due to unresolved social and economic issues. Externally, IRI 

will continue to be threatened by Israel, Saudi Arabia, British and American air forces and 

navy stationed in the Persian Gulf, and the presence of American troops in Afghanistan, Iraq 

and Syria. Due to continued frictions with Washington, Tel-Aviv/Jerusalem, and Riyadh, Iran 

perceives the threat of an external attack as very high. Despite this, the likelihood of social 

unrest and other incidents (e.g., information theft, homicides, sabotage) appears to be even 

higher. 

For this reason, spending on the police, counterintelligence, and strict security has been 

much higher in recent years. The 2020/21 budget reflects a continuation of this trend.  Due 

to the above threats and propaganda reasons, IRI authorities will have to conduct anti-
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corruption, counterintelligence, and anti-terrorist campaigns and face up to the challenges 

of large-scale organised crime and the grey zone. Tehran may be able to limit the negative 

public mood and protests resulting from improper economic management and corruption 

while introducing structural reforms. If this happens, it is likely that social unrest will not 

attract the sympathy of IRI's security apparatus, which could consider using public 

discontent to its benefit and force the resisting politicians to obey. The process is probably 

already underway. IRI cannot overcome the difficulties resulting from the US sanctions 

regime soon – mostly because it is unknown how numerous, far-reaching, and effective the 

Iranian economic reforms turn out to be. Since Iran's authorities do not know whether and 

how much the country's economy will adjust, and if the crisis would be delayed, they have 

quickly engaged in increasing liquidity and promoting commercial exchange with the 

neighbours, including Syria and Iraq. 

Syria. Developing economic relations with Syria and Iraq is of strategic importance for Iran. 

Due to the sanctions’ regime, those countries gained even more value in the eyes of Iranian 

decision-makers. The fact that both Syria and Iraq are battered and suffering from the 

impact of civil war and fighting the so-called Islamic State (ISIS) carries two-fold benefits for 

Iran. First of all, thanks to that, Iran can enjoy a stronger position as their trading partner. 

Secondly, the victory over ISIS has strengthened the cultural bonds between Syria, Iraq, and 

Iran, an example of this being the two-way religious tourism. Even though multiple research 

centres and analysts are emphasising competition between Iran and Russia, for instance, for 

Syria's reconstruction contracts, it should not be assumed that Iran will lose the lucrative 

deals.  Damascus owes a lot to both Moscow and Tehran. Cooperation with each of the two 

capitals has its well-known comparative advantages, which allow it to outbid the 

competitor's offer. Last year, Iran signed 11 economic contracts with Syria, and the 

continued talks and negotiations distinctly show the strength of Tehran's efforts to retain its 

influences in the country. Construction contracts are also of significance. These in all 

likelihood will be implemented by entities directly or indirectly connected with the IRI 

armed forces. Moreover, Iranian authorities are not hiding that they are hoping for third 

parties' help to finance the Syrian-Iranian reconstruction projects. We still have to wait to 

fully assess the potential of Syrian-Iranian cooperation, as the government in Damascus 

does not have control or political legitimation on a significant part of its territory or 
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sufficient funds to satisfy Tehran's expectations regarding most of the proposed 

investments.  Tangible effects of the concluded contract for the delivery to Syria of Iranian 

air defence systems are still to be seen because Tehran may experience difficulties with 

their transportation and deployment. 

Iraq. Iran's influence in Iraq has grown in recent years, and this trend will probably be 

maintained. The government in Baghdad is cautiously trying to balance numerous external 

forces in the country. Still, Iran's influence is the least likely to disappear or diminish due to 

geographical location and Iraqi central authorities' poor control over the country. A new set 

of agreements that Iran and Iraq signed in March 2019 is a clear indication of lasting joint 

interests, despite speculations regarding further trajectories of Baghdad's actions after Al-

Kadhimi was designated prime minister. Indirect control over Iraq's territory provides Iran 

with access to Syria, which in turn provides it with access to Lebanon. Therefore, from Iran's 

perspective, these countries' territories are a traditional buffer zone, marked by competition 

and struggle for influence. Thus, the development of economic cooperation with Iraq is 

needed if Iran wants to maintain its regional power status. Al-Kadhimi's visit of 21 July this 

year seems to confirm this trend. Because of Iran's geographical proximity, the Iraqi 

government fears that it may be forced by Tehran to take part in the potential conflict with 

a regional rival or another power present in the region (the US, Saudi Arabia, Israel). In the 

current circumstances, it can be said with confidence that a scenario like that would 

inevitably engage Baghdad in the still hypothetical conflict. Despite the recent outburst of 

protests in Iraq – marked with anti-Iranian provocations – Iraq's relations with Iran are 

unlikely to deteriorate in the foreseeable future. But demonstrations may repeat. 

Paradoxically, sanctions imposed on Iranian banks, including the central bank, resulted in  

a situation where Iraq's trade with Iran is not decreasing but growing, while the role of the 

dollar in the two countries' commercial exchange is declining.  Furthermore, about half of 

Iranian exports to Iraq consists of products other than oil. For of Iran's rivals and adversaries, 

an additional concerning issue may be the efforts aiming to introduce the parastate 

Mostazafan Foundation of Islamic Revolution on the Iraq infrastructure development 

market, that is, for example, the planned cross-border Shalamcheh-Basra rail connection.  

Iranian military facilities, which are being built on the route to Damascus, particularly in the 

Iraqi-Syrian borderland, are regularly bombarded. Still, Tehran is tenaciously continuing to 
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develop this type of infrastructure, despite human and material losses. To conclude, it can 

be stated that the US sanctions are an imperfect solution, which to a certain degree slows 

down the Iranian economy, but first of all forces Tehran to become more deeply anchored in 

the region and act in a more refined, but sometimes also more brutal ways. Consequently, 

Washington is forcing Iran to broaden its influences in the region, though at the expense of 

Tehran's losses on other levels. Yet, the list of no-cost solutions that the US could 

implement against Iran is beginning to run thin. 

 

The budget of IRI and the economic situation 

 

The national aspects 

 

The paper will mainly discuss the following: significant changes of the particular items in the 

budget, i.e., 25% increase or decrease of expenditures; new items in the budget, and items 

which have been chosen considering their importance for IRI's defence and certain aspects 

of the country's overall security. In justified cases, that is, e.g., concrete formations, changes 

at the level of approximately 20 percent will also be reported.  As the amounts expressed in 

US dollars do not represent the real costs, they should be treated as purely illustrative and 

intended for rough estimations of the security apparatus' potential. By itself, spending on 

armaments (such as imports, numbers, or nominal equipment of the armed forces) does not 

necessarily represent combat readiness or crisis operations capabilities. Due to rapid 

changes of rial's exchange rates to the dollar, but first of all due to inflation affecting 

the rial as a result of the US sanctions' policy, the paper uses the official exchange rate 

of 42,000 rials for 1 US dollar for calculations of the current budget.  This exchange rate 

has been maintained since 2019. Certain amounts have been expressed in the euro, as since 

April 2018, the currency was to replace the values which before were expressed in US 

dollars.1  
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Along with taxes, the key source of IRI's budgetary revenues is the income from sales of oil 

and petroleum products. This means that Iran's economic security highly depends on oil 

extraction levels and oil prices. For instance, blockade of the Iranian tankers' fleet (from 

2010) and IRI's exclusion from the SWIFT banking transactions system resulted in economic 

paralysis and effective suppression of the Iranian nuclear program. After some of the 

sanctions were lifted in January 2016, Iran's overall economic situation improved but is still 

based on oil and petroleum products. Currently, it should be assumed that the US sanctions 

regime exerts extreme pressure on the Iranian economy. This means that IRI's operational 

sub-system (defence and protection) is being effectively undermined by the weakening of 

the support sub-system (social and economic entities), which in turn leads to considerable 

negative pressure on executive sub-systems and units, and control sub-systems. To 

generalise on the above: sanctions' pressure effectively undermines Iranian national 

security, while the SARS-CoV-2 pandemic also deepens the scale of problems. Although 

since April 2020 Iran strengthened social distancing and introduced a partial "freeze" on the 

economy in response to the pandemic, ultimately that solution proved impossible to 

maintain. Continued stagnation might stir another wave of unrest, carried by even deeper 

economic decline.2 

But suppose we disregard the impact of the epidemic on Iran's economy, it can be safely 

assumed that the country found itself in the circumstances similar to those from the 2010-

2015 period. Iranian oil extraction has decreased, while consumption on the national market 

has increased, which greatly resembles the 2013 status.3 Yet, no forecasts of the current or 

future economic situation of Iran should be considered reliable. The reasons are two-fold. 

Firstly, access to relatively reliable data sources is currently difficult. Secondly, analysts and 

economists have to develop their economic forecasts in circumstances where they have to 

assume that the forecasts will not be confirmed. The ceteris paribus (basing on stable 

conditions) principle of such studies is compromised, at almost regular intervals, by new 

rounds of US sanctions, or factors as unpredictable as the SARS-CoV-2 pandemic. The only 

thing that can be said about Iran's economic policy in the next few years is that, in the 

current circumstances, it has to face the following challenges: growing unemployment 

figures and rapid economic slowdown (due to the pandemic), and reduced overall imports, 

reduced exports of oil and petroleum products, difficulty increasing exports of products 
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other than hydrocarbons, outflow of foreign capital and inflation hovering at approx. 30 to 

40 percent. This means that Iranian politicians have to demonstrate considerable creativity 

in fiscal and monetary policy and in structural reforms, not to mention the structure of the 

budget itself (to be more precise, the sources of revenues and their distribution, because 

the 2-year budget planning alone is but a formal cosmetic adjustment). However, this does 

not mean that Iran's economy is not in crisis, especially because worse circumstances do not 

influence the armed forces and the police. 

One of the symptoms of the deepening crisis' impact is the merger of banks which were 

established in almost three decades by the Ministry of Defence and Armed Forces Logistics 

(MODAFL), IRGC (revolutionary army; Islamic Revolutionary Guard Corps), the Artesh 

(regular army), and the police. Three banks: Bank-e Mehr-e Eghtesad (IRGC), Bank-e 

Hekmat-e Iranian (Artesh), and Bank-e Ghawamin (the police), are to be taken over by the 

state's Bank-e Sepah.4 The fourth, Kowsar Credit Institute5, founded by MODAFL, will be 

taken over by end of 2020. The merger plan was drafted much earlier, but the first of the 

above five financial institutions was taken over as late as May 30, 2020. Another merger 

(Bank-e Mehr-e Eghtesad) took place in June this year, and more are pending.6 It is worth 

noting that Bank-e Sepah is the very institution that, since its establishment, provided 

financial services to Iran's armed forces and police.7 However, the rumours that by acquiring 

the above institution Bank-e Sepah will basically cannibalise it to improve its own financial 

standing are probably only partially justified as the entities which are being taken over are 

not in good condition themselves. The financial problems of all six above entities certainly 

result in the armed forces and police officers exerting greater bottom-up pressure on Iran's 

political elites. 

However, it is obvious that Iran's authorities will do all in their power to maintain the 

security apparatus's loyalty – be it by reforms or through co-optation. Consequently, the 

financial difficulties notwithstanding, the 2019 share of security and defence expenditures 

was 3.7-3.8 percent. Authorities in Tehran are also aware that the loyalty of the armed 

forces and law enforcement is insufficient, which is why substantial numbers of human 

resources were mobilised to provide aid packages to the nonaffluent and poor in response 

to the SARS-CoV-2 pandemic8. Increased tension among Iran's political elites is reflected 
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not only in the fact that the necessity of changes is openly discussed but also in last year’s 

acceleration of works on the new budget law. However, political pressure had little 

influence on administrative and analytical efforts and the draft budget law was published at 

almost the same time of the year as in the past. In consequence, a document was drafted 

which presents the budget not just for 2020/21 but also forecasts the expenditures for 

2021/22. Considering that in such unstable conditions forecasts are rather unreliable, the 2-

year planning should be interpreted more as an attempt at exerting pressure on state 

institutions, to encourage savings.  

The amended budget law assumed that revenues from hydrocarbons expressed in rials 

would be at least 62.8 percent lower.9 It is unknown what the viable oil export revenues can 

be, but if the forecast is confirmed, IRI's total revenues from hydrocarbons will decrease 

from USD 36.5 billion to USD 13.56 billion. This means that revenues from oil and petroleum 

products are to account for 2.8 percent of the budget. US economic sanctions and 

Washington's intensified pressurising for considerable reductions of Iranian oil imports 

among previous clients proved effective. If Iran's revenues from hydrocarbons decrease any 

further, this will result in oil prices crisis due to the demand-supply shock connected with 

the SARS-CoV-2 pandemic and price war. Again, in 2020/21, revenues from hydrocarbons 

were to be outweighed by tax revenues (just under USD 48.7 billion), which were to account 

for under 10.1 percent of the budget. Predictive analyses of the International Monetary 

Fund were not optimistic, however. According to them, Iran was to experience a 6 percent 

GDP drop in 2020, while inflation was to hover at approximately 34 percent.10 

Increasing taxes and tightening of the fiscal system are still being implemented, as Iran 

continues to strive for maximum use of shrinking revenues from hydrocarbons for economic 

development and modernisation (more about this in the section entitled The Sixth Plan of 

IRI's Development in the Context of Security). Naturally, US sanctions resulted in decreased 

exports of oil. Last year, private firms operating in the area of economic intelligence 

informed Reuters that Iran is now exporting approximately 400-500 thousand barrels of oil 

per day according to their estimations. But Tehran likely continues to export larger amounts 

of hydrocarbons: up to 2 million barrels per day, to East Asia and the Mediterranean 

region.11 Before the US withdrawal from the nuclear agreement and Washington's 
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restoration of the sanctions, Iran exported approx. 2.7 million barrels of oil and lease 

condensate per day.12 This shows that the reduction is still significant. But regardless of the 

real scale of Iran's oil exports, it has been rightly pointed out that Tehran can adapt to 

sanctions by:  

1) exporting refined and petrochemical products (including gas) 13;  

2) increasing exports of goods other than oil, which Iran has again been persistently 

pursuing since 2016.14  

It is unknown if and when the hydrocarbons sector and other sectors fully adapt, and Iran's 

budget regains the lost revenues from oil exports. At the same time, Iran's government's 

efforts to increase the production and exports of goods other than oil indeed generate 

positive outcomes for Tehran. In 2019, for the first time in history, revenues from exports of 

hydrocarbons were lower than revenues from exports of goods other than oil, even though 

without the sanctions, that could still be impossible.15 Considering the sanctions that the US 

continue to impose on more sectors of Iran's economy, further adaptation may become 

increasingly difficult.16 In this context, the choices of Iranian decision-makers regarding the 

methods of financing the budget deficit in the coming years will be of vital importance. So 

will a potential return to negotiations. Based on the 2020/21 budget law, financing the 

deficit includes selling state property and financial assets: funds are obtained from these 

sources. Privatisation appeared to be a positive solution for Iran but in a longer-term, as 

Iranian non-state entities are not resilient to the US sanctions regime. Applying this 

method, the IRI government was to obtain amounts which seemed to be 3.85 billion dollars 

higher: 41.6 billion in 2020/21, as compared to 37.74 billion in 2019/20. In reality, however, 

they were to be over 2.5 times higher than in 2019/20 (10.7 percent against 26.9 percent of 

revenues). Compared to 2019/20, expenditures on development projects were increased 

from 16 to 21 billion dollars (purchase of fixed assets; 13.5 percent of budgetary spending). 

On the one hand, there is a high likelihood that only a proportion of the planned funds will 

be spent on this purpose. On the other hand, the current circumstances seem to make the 

implementation of these projects necessary.17 It is also symptomatic that the amount of 

revenues from debt instruments has doubled – this way, Iran's state treasury is to obtain 10 
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billion dollars more than in 2019/20. Revenues from state-owned companies' sales were to 

be 2.5 times higher this year than last year (2.76 billion dollars against 1.11 billion dollars). 

Yet, it still seems premature to definitely state that from the perspective of Iran's newest 

history, the policy of unilateral and multilateral sanctions forcing IRI to sell state-owned 

property truly leads to the dismantling of state power by fragmenting control over state 

property. Still, the sanctions policy of the West paradoxically indeed accelerated the 

process of privatisation and economic reforms in Iran.  

 

The international aspects 

 

The restoration of American sanctions resulted in replacing some of the European investors 

with investors from other countries, such as Russia and China. It seems that only these two 

states can currently afford to ostentatiously circumvent the US sanctions.18 Nonetheless, 

according to some reports, French, German, and Canadian investors are demonstrating 

interest in building smaller power stations in Iran's section of the Caspian Sea shore, which 

is in line with Russian and Chinese intentions.19 Both Moscow and Beijing have partly-

convergent interests in developing value chains alternative to the existing ones, based, 

among others, on rail transportation, with whose routes Iran fits very well.20 But it is 

unknown whether Russia and China still have enough political will to openly ignore 

Washington's pressure, particularly at the time of the SARS-CoV-2 pandemic. It is more 

likely that the US, Russia, and China will take advantage of Iran's unfavourable position to 

strengthen their standing, especially at the level of international institutions, as it happened 

a decade ago.21 This does not mean that Tehran will be treated altogether instrumentally. In 

the current conditions, Russia and China will probably support Iran with regards to the 

projects which are crucial for them given their current priorities in international politics. It is 

true that the governments in Moscow and Beijing have taken steps intended to facilitate 

Iran's adaptation to the US sanctions regime.22 But in the conditions of the pandemic, 

China's position vis-a-vis Iran has become even stronger. General analysis of the 

development of economic relations with China seems to indicate that in a situation like that 



Defence and security expenditures in the Islamic Republic of Iran’s … | 17 

Tehran will naturally seek Moscow and Eurasian Union’s support . Iran is currently trying to 

emphasise the development of relations with Russia and China, highlighting that it is 

working on multiannual framework agreements.  

Nothing is known about the would-be 25-year agreement between Tehran and Beijing.23 

There have also been reports referring to Iran's other long-term cooperation: with Russia, 

but here, too, we are predominantly dealing with propaganda rather than factual 

information.24 It is likely that, even if such agreements are signed, we will never know their 

full content. The deals would probably be general, leaving the countries in a comfortable 

position enabling flexible operations. Therefore, it may be that the supposed "disclosure" of 

the draft agreement with China was intended to evoke criticism in Iran which could exert 

pressure on Beijing and communicate Iran's expectations anchored in the public opinion. 

Criticism of China is not non-existent in Iran, but it is definitely sporadic and usually seems 

to be intended to improve relations, benefiting Iran.25 The instances of this were more 

frequent recently, not without reason. In the last quarter of last year and the first quarter of 

this year, the Beijing-declared imports of Iranian oil were gradually decreasing26. Even 

though the scale of Iranian oil's imports is a controversial subject of debate, an additional 

negative factor in the Iranian-Chinese trade relations is the decrease in exports of goods 

other than hydrocarbons to China.27 For Tehran, such a situation is unfavourable because 

Beijing can easily replace Iranian goods' imports with those sourced from other countries. 

At the same time, Iran has no alternative and has to rely on products from China.28 While it 

is unknown whether Iran's exports to China will rise back soon, the drop to the level of 1.2 

billion dollars, as declared by China's customs services, is unquestionably alarming for the 

authorities in Tehran.29 Beijing ultimately withdrew from developing the "South Pars – 

Phase II" natural gas extraction project, and the government in Tehran commissioned the 

Iranian Petropars to complete it. Yet, it is not known whether the Chinese CNPC pulled out 

its funds under the pressure of the sanctions and trade war between Beijing and 

Washington. The CNPC evidently handed the project over to Iran when Petropars was able 

to continue it unaided.30 The Iranian petroleum minister openly admitted that the principal 

goal was to allow Petropars to obtain the necessary know-how31. In June 2020, Petropars 

was to begin drilling new wells in the South Pars field under the said natural gas extraction 

project32. Therefore, it can be assumed that despite an outflow of foreign capital, Iran may 
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continue to rely on Russia and China, though not unconditionally, not on equal terms, and 

not in all circumstances.  

The government in Tehran also strengthened the process of adapting Iranian economy to 

the sanctions by intensifying trade exchange with the neighbouring countries and overall 

diversification of export destinations.33 The primary destinations selected included South 

Asia, East Asia, Central Asia, and West Asia.34 IRI's government is making efforts to increase 

the export of products to 15 nearby countries, perceiving this as a chance for achieving trade 

exchange levels of approx. 200 billion dollars.35 At present, however, based on realistic plans 

regarding the value of trade exchange with the nearby countries, 1/4 of the above amount 

can be achieved. China remains the top destination for Iran's exports. From March 2019 to 

March 2020, Iran was to export goods other than oil worth 41 billion dollars, half of that 

manufactured goods.36 Besides, on 27 October this year, a conditional (three-year) free 

trade agreement between Iran and the Eurasian Union entered into life. The volume of 

trade with the region's countries grew by 69.4 percent by March 2020.37 Considering Iran's 

continuing relative isolation in international trade, implementation of that agreement was  

a priority for Tehran. The SARS-CoV-2 pandemic also turned out to be a favourable factor in 

the process of enhancing Iran's importance for the members of the Eurasian Union. That 

was because it led to abolishing customs duties on a number of scarce products which Iran 

can supply.38 The degree of Iranian economy's adaptation to the sanctions and the speed of 

safe "unfreezing" of the economy during the pandemic will have a substantial impact on the 

implementation of IRI's Sixth Development Plan, the armed forces modernisation plan, and 

Iran's budget. 

 

The Sixth Development Plan in the context of security 

 

The modernisation of Iran's economy is to be aided by the Sixth Development Plan. IRI's 

President Hassan Rouhani signed the regulation approving the Plan on 16 July 2017.39 In 

fact, the 6th Development Plan was initiated only in the 2019/20 fiscal year. For investments 

connected with the 6DP programme (directly described as connected with the 6DP), the 
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2020/21 budget allocates a maximum amount equivalent to 2.795 billion euros. The IRI 

government wants to attract foreign financing for the largest possible investments and 

encourage foreign and private partners to deliver the biggest possible number of projects 

(funding from the National Development Fund is offered under the public-private 

partnership scheme). Moreover, in 2020/21, 20 percent of hydrocarbons' revenues were to 

feed the National Development Fund.  

The projects that were to be implemented this financial year, including those connected 

with defence and security, are as follows:  

· projects related to strengthening the defence capabilities (up to 2 billion euros);  

· projects related to irrigation (up to 100 million euros); water mains and water 

distribution systems projects (up to 100 million euros);  

· IRIB (Islamic Republic of Iran Broadcasting – IRI's television and radio) projects (150 

million euros);  

· projects mitigating the impact of sandstorms and pertaining to sandstorms 

prevention (up to 20 million euros);   

· purchase of laboratory and workshop equipment for institutions of higher education 

(up to 30 million euros); innovation projects at institutions of higher education (up to 

15 million euros);   

· projects implemented by the President's Office: innovations (up to 70 million euros), 

knowledge-based companies (up to 35 million euros), innovative production plants 

(up to 25 million euros);  

· water mains and water distribution systems projects in rural areas (up to 100 million 

euros);  

· increase of the national capital's share in the Export Guarantee Fund (up to 100 

million euros);  
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· a sewage system development project in the Ahwaz province (up to 50 million 

euros).  

Although the 6th DP assumed annual GDP growth of 8 percent and goods and services 

(other than oil and gas) growth of 21.7 percent, these levels should be considered unrealistic 

in the current circumstances. For instance, according to the Sixth Development Plan 

forecasts, the annual inflation rate was to be 8.8 percent, and unemployment was to be at 

the level of 10.2 percent. Also, according to the Plan, the budget was to increase by 17.1 

percent on average. Another year passed in a challenging economic climate, and it is still 

evident that these assumptions have no chance of fulfilment, although there are multiple 

ways to manipulate the budget's growth indicator. Nonetheless, during the last three years, 

the government in Tehran has effectively maintained the annual growth of the budget's tax 

revenues (2017/18 – 39.98 billion dollars; 2018/19 – 41.1; 2019/20 – 46.43; 2020/21 – 48.69). 

This means that in 2020/21, tax revenues increased by 17.88 percent in comparison to those 

of 2017/18. 
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This way, three years ago, tax revenues accounted for 8 percent of the budget, two years 

ago – for 9.35 percent, a year ago – 9.8 percent, and in 2020/201 it was assumed that taxes 

will account for 10.1 of the budget. So far, the trend in revenues from this source seems to 

confirm the plan. 

Even though the final amendments to the 2020/21 budget do not indicate that the revenues 

from taxes will radically grow, they reveal an unexpected, breakthrough precedent in IRI's 

economic policy: taxation of parastate enterprises, institutions, and foundations of the 

Islamic revolution, that is, de facto the core of the Iranian economy, amounted to 361 million 

dollars. This sum should also include the tax imposed on the parastate conglomerate 

reporting to the Astan-e Ghods Razavi religious foundation: 15.5 million dollars in 2020/21. 

Notably, the above parastate entities are associated, in various ways, with the IRGC. In 

addition to being the flywheel of the economy, from the perspective of IRI's armed forces 

and security apparatus, they constitute the central pillar of the economic support sub-

system. In Iran, the parastate entities combine the social and economic functions, and the 

distance between them and the security and protection sub-system is small or almost non-

existent. 

The development plan also assumes that the country will pursue independence of the 

defence industry, including private entities' involvement.40 The process of strengthening 

non-state entities' role is already underway, an example of this being the analyses that 

private companies carried out for the IRGC navy.41 Consequently, the plan set the budget's 

spending on defence at 5 percent of budgetary resources and special budget revenues (up 

to approx. 4 percent of GDP; in 2017, the achieved level was 3.2, while in 2018 it was 

approximately 2.67 percent)42. In 2020/21, defence expenditures were to consume 4.34 

percent of the budget. The development of defence capabilities aims to bolster IRI's status 

as a power in the region and adapt combat capabilities to the new geopolitical and 

technological conditions. Another point made in support of fast modernisation of the arms 

industry is the statement of the speaker of IRI's Parliamentary Commission of National 

Security and Foreign Policy in which he pointed out that the new national defence minister 

has to focus on the development of this sector.43  
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Overall assessment of the planned actions shows that IRI's arms are quickly aging. This 

explains the extent and scale of the planned modernisation, which the law describes as 

fundamental. But in the plan's description, the term "modernisation" is used only for 

telecommunications systems and unmanned aerial systems. Iran has experience with 

electronic combat and threats coming from the virtual domain (e.g., the Stuxnet virus that 

slowed down IRI's nuclear programme) and from the air (interceptions and shooting down 

of foreign unmanned aerial vehicles). The government in Tehran will probably be 

particularly interested in technology and product development in these fields. In this 

context, the forecast for the growth of telecommunications sector in Iran creates  

a challenge to the country's security in the civil and military area, which the IE authorities 

want to address by way of cybersecurity development. The sixth development plan 

stipulates that the country will be involved in, among others, the provision of funds for the 

development of the space programme (connected with IRI's military missile programme), 

probably aiming to develop new or improved missiles and launch new satellites on the 

Earth's orbit. Although some of the attempts failed, the Noor satellite's launching was  

a success (speculations regarding the flight's trajectory are unfounded).44 

Other challenges for IRI's security listed in the sixth development plan are smuggling, 

border protection and controls, and strengthening the role of border diplomacy. Major 

threats identified by the sixth development plan include terrorism (the threat of Sunni and 

ethnic extremism). The sixth plan law stipulates that the proportion of police officers to 

population numbers should be increased to reach five per one thousand, which is to 

generate measurable internal security improvements. Having said that, there were no clear 

indications that the plan was to be implemented in the 2020/21 financial year, though it is 

probable that the increased funding for police academies may be proof of increased 

recruitment. The role of paramilitary organisations (the Basij) was to be developed 

according to the current plan, i.e., the numbers are to grow, and manoeuvres are to be 

continued (more about the role of the Basij in the footnote).45  

 



Defence and security expenditures in the Islamic Republic of Iran’s … | 23 

Hatami's plan of modernising the armed forces and the arms industry 

 

In the coming years, the current minister of defence, brigadier general Amir Hatami, will 

continue implementing the plan, which was presented along with his candidature in July 

201746. Amir Hatami originates from the ground troops circles of the Artesh and before 

taking office as the minister served as the deputy in IRI's Armed Forces General Staff. The 

plan that he presented stipulates that the armed forces and arms industry's overall role for 

IRI's economy will grow, leading to the growth of elites associated with the IRGC and the 

Artesh. The document is a thorough assessment of IRI's armed forces' condition and the 

challenges the armed forces face. But most important are its parts referring to the planned 

actions and modernisation. As stated in the recommendation of IRI's Parliamentary 

Commission on National Security and Foreign Policy concerning the arms industry's 

modernisation, the plan presented by Amir Hatami stipulates that:  

1) an economic entity will be established consolidating exports of armaments;  

2) the share of production of weapons (as well as technology and engineering services) 

intended for export will be increased to the level of 30% of the total output;  

3) fifty industrial units will be modernised, and seven of those will be relocated outside the 

Tehran agglomeration.  

Besides, based on the document, the arms industry is to play a more prominent part in Iran's 

economy and develop offensive and not just the defensive capabilities of the armed forces. 

Hatami's plan also includes the defensive development of the so-called Makran Coast (an 

informal yet commonly used name), a semi-desert strip of the coast on the Persian Gulf, 

stretching from the Strait of Hormuz to the end of the Pakistani borderlands. Considering 

the low infrastructure development level (both military and civil) of this area, the potential 

smaller construction contracts would be an essential source of revenues associated with the 

IRGC and the Artesh.  
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Defence and security in the 2020/21 budget 

 

In the coming years, the leading threats for IRI's security will still be internal (cybercrime, 

terrorism), although the sense of external threats has recently grown dramatically. One of 

the consequences of the growing sense of internal and external threats past 2009 is the 

development of Iran's armed forces, represented by an increasing number of projects whose 

code names coincide with many ideological, propaganda-related, aid, and social 

programmes.47 Due to that, a more accurate definition of their goals was made significantly 

more difficult at the level of open sources. At first, we could only observe a steady rise of 

code-named projects led by the IRGC, the MODAFL (the Ministry of Defence and Armed 

Forces Logistics) and the GSAFIRI (General Staff of the Armed Forces of the Islamic 

Republic of Iran). Tracking some code-named projects was generally an easy task, because 

it was sufficient to compare the expenditures for the coming year with the reported past 

expenditures from the past year in the current budget law. Nevertheless, some 

discrepancies or by the fact that a project is a new endeavour, and this made tracking and 

defining the aim of the project impossible at times. But it is also worth noting that this year 

code names were also given to projects managed by the Artesh. The author has managed to 

identify some of those, but further efforts will be necessary to find leads to the remaining 

ones. It should be mentioned that Iran's security apparatus is also financed from sources 

other than the budget, among others, the National Development Fund, entities and 

financial institutions controlled by the armed forces and the police, and non-public 

operations. The IRGC is strongly involved in combatting the present epidemiological threat 

resulting from the SARS-CoV-2 pandemic. Assisted by the Basij, the IRGC took over 

command and coordination of delivery of aid packages provided by the Iranian parastate 

foundations. The reason for using the Basij is simple. According to reports, the organisation 

has approximately 54 thousand "bases" scattered across the country's territory.48 

External threats for IRI will continue to come from Israel, Saudi Arabia, the British and 

American air and marine forces in the Persian Gulf, and American forces' presence in the 
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region. In this respect, Iran is trying to keep the threat away from its borders, concentrating 

the adversaries' attention on their direct and indirect involvement in Syria, Iraq, and Yemen. 

Iran's authorities still appear to perceive internal threats as critical, probably assuming that 

the US and the allies' attack is rather unlikely. Yet both the content and the character of 

media reports and the 2020/21 budget indicate that the sense of elevated threat from the 

outside has increased even further than in the past years. Before March 2019, that 

happened due to US withdrawal from the nuclear deal (JCPoA) in 2018 and the policy of 

sanctions which forced multiple countries to considerably reduce Iranian oil imports and 

causing qualitative and quantitative changes in American troops' presence in the region. 

The tensions have recently intensified due to the September 2019 attack on the Saudi 

Aramco facilities, attributed to Iran, and Iran's January 2020 ballistic missile counter-attack 

on the American forces in Iraq, in retribution for the killing of the IRGC brigadier general 

Ghassem Soleimani.49 Was it not for one tragic event – the allegedly accidental shooting 

down of the Ukrainian airlines passenger plane – it is impossible to say whether the 

escalation would have slowed down. Despite the catastrophe, Iran's government kept 

announcing further retribution stages, intended to result in US reduced military 

involvement in the region. While forcing the American navy and air forces to reduce their 

presence in the Gulf, or to withdraw from the Gulf, remains one of Iran's chief strategic 

goals, its achievement still appears impossible. Yet, the government in Tehran probably 

interprets the fact that American aircraft carriers are staying outside the Persian Gulf as  

a success of deterring operations. 2019 satellite imaging shows that some of Iran's navy 

vessels can already dock outside the Strait of Hormuz – in Bandar-e Jask and Bandar-e 

Konarak. 

This means that in line with Iran’s authorities’ earlier announcements, the ports in Jask and 

Konarak can now admit some of the vessels. At the same time, the development of 

infrastructure in the region of Makran is tightly connected with increasing the capacity of 

resources intended to deter potential attackers. The Artesh and IRGC navy manoeuvres, 

which were organised in May 2020, can serve as proof that the above ports currently have 

the capacity to admit vessels. The manoeuvres would have probably been proclaimed a 

success had it not been for the incident which almost resulted in one vessel’s sinking.50 
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Quick measuring up to challenges from the outside is impossible for the IRI, but the 

government in Tehran can effectively counter internal threats. 

The priority expenditures resulting from the above threats are visible in this year’s budget. 

The overall 2020/21 allocation for public and internal security (the police) and defence (the 

armed forces) was approximately 28.65 billion dollars, of which 232.45 million was to be 

spent on fixed assets. Compared to 2019/20, this represented an increase of 11.4 billion 

dollars, i.e., 66 percent. Together, the security and defence expenditures were to account 

for 6 percent of budgetary spending (an increase of 2.07 percent). It has been established 

that the spending on public and internal security was to be 7.44 billion dollars, of which 

158.44 million was to be spent on fixed assets. The defence allocation was approx. 20.94 

billion dollars, that is 4.34 percent of budgetary expenditures, of which 63.05 million dollars 

were to be spent on fixed assets. Compared to the previous year, the security allocation has 

been increased by 1.88 billion (33 percent). The defence allocation was 9.48 billion dollars 

(83 percent) larger than in the previous year. The estimates of Iran’s budget’s defence and 

security expenditures, published by various research centres and numerous researchers, are 

based on different, not always transparent, methodologies. Some speculate about the costs 

of Iran's involvement in the region, i.e., sponsoring of pro-Iran military groups, but, based 

on open sources, it is probably impossible to estimate the actual amount, even 

approximately. At the same time, determining Iran’s armed forces’ funds that come from 

sources other than the budget seems downright impossible.51  
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Despite the significant increase of defence and public and internal security expenditures, it 

can be said that savings schemes have been implemented. Of the overall security and 

defence allocation, 232.45 million dollars were to be spent on fixed assets, 20 percent less 

than in the previous year. Also, 158.44 million dollars’ worth of fixed assets was to be 

purchased for the purposes of public and internal security, which is 10 percent less than in 

the previous year. As regards defence, the planned fixed assets allocation was 63.05 million 

dollars, 45 percent less than in 2019/20. The funding for the purchase of fixed assets for 

security and defence research and development was 109 million dollars – a situation 

unknown in 2019/20. The amount of savings obtained from the cuts of fixed assets 

expenditures was similar to the amount that has been allocated for research and 

development for 2020/21. 
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Particularly worth noting is the significant increase of the allocation for research and 

development in defence and security. In 2019, the corresponding allocation was increased 

to 151 million dollars, while for 2020/21, it was 185.9 million dollars, a growth by 23 percent.  

 

The draft budget did not include a lot of new projects, but the amendment offers many new 

propositions, some of which can evidently be justified as intended to fight the epidemic. 

The passed law stipulates that a substantial proportion of defence and security funds may 

be obtained from hydrocarbons export revenues: approximately 19.375 billion dollars. 

Therefore, it can be assumed with a high degree of likelihood that in this way, the 

government in Tehran makes obtaining more significant revenues from hydrocarbons 
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exports dependent on the deterring effectiveness of IRI’s armed forces, as well as the 

military and civil intelligence and counter-intelligence services’ effectiveness securing 

transactions and shipments, particularly maritime shipments52.  

 

The Law Enforcement Services (the police) 

 

An estimated 5.61 billion dollars were allocated for the police this financial year. This means 

that, compared to the previous year, the spending on the police was up by 1.34 billion, i.e., 

31.35 percent. The amount dependent on oil revenues is 689 million dollars. 

Although IRI prisons come under the Ministry of Justice, it is worth noting the increased 

expenditures on the State Organisation of Prisons, Preventive and Precautionary Measures, 

the allocation for which was 44.8 percent higher, i.e., 622.25 million dollars in total, of which 

8.3 million dollars were to be spent on help in finding employment targeting those released 

from prison (in this respect, there has been a 52.4 percent increase against the previous 

year.)  

 

Increased funds in subordinate entities and projects, and new projects of the police 

 

· Funds allocated for the Police University have been raised by 34.5 percent, totalling 

5.6 million dollars. 

· The Border Guard Command’s allocation has been increased by 92.6 percent – by 

approximately 149 million dollars; 

· The FATA Police (the Police for the Sphere of the Production and Exchange of 

Information, the so-called Cyber Police) has been allocated funds higher by 454.7 

percent, i.e., 14.53 million dollars in total; 



Asia Research Centre Report | March 2021 

30 | Łukasz Przybyszewski 

· This year’s police IT investments allocation have been increased by 217.3 percent to 

17.37 million dollars in total (the amount is not listed as fixed assets purchase); 

· The allocation for special units salvaging hostages and combating terrorism has 

been increased by 199.9 percent to 14.28 million dollars in total; 

 

New items in the budgetary expenditures for the police 

 

· Zulfaghar: security bases reinforcement: 595.24 million dollars. It can be assumed 

that these are expenditures connected with the SARS-CoV-2 epidemic. 

· The amount equivalent to 11.9 million dollars has been allocated to each of the 

following new items: 

· Additional social benefits; 

· Public Security Police; 

· Economic Security Police; 

· Vocational Training. 

Adding these items in the 2020/21 financial year can probably be interpreted as steps 

implemented due to the epidemic. 

 

The Ministry of Intelligence (MI)  

 

Compared to the previous year, the MI received a more significant allocation: 1.84 billion 

dollars (an increase of 361.155 million dollars, by 24.4 percent), but the Foreign Intelligence 

Organisation, part of the MI, received 17.4 million dollars this year, i.e., 1.66 million dollars 

less (8.8 percent less against 2019/20.)  
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General Staff of the Armed Forces of the IRI (IRI AFGS) 

 

The AFGS received 66.4 million dollars this year which is an increase of 19.9 percent. In 

total, 1.085 billion dollars will be managed by IRI AFGS in 2020/21. Less than 500 thousand 

dollars will be spent on fixed assets. This means that this year the amount to be managed by 

the AFGS has grown by just above 208 million dollars, i.e., 24 percent. The amount 

dependent on oil revenues is 1.52 billion dollars. 

In 2020/21, allocations have been increased for the following entities reporting to IRI AFGS: 

· The General Staff of Rahyan-e Nur (entity responsible for organising pilgrimages, 

parades, and patriotic travel): an increase of 108 percent, to 12.4 million dollars. 

· Iran’s Passive Defence Organisation: an increase of 23.4 percent, to 12.6 million 

dollars. 

The new expenditure items are: 

· The Dafa-e Moghadas Research Centre: 2.4 million dollars; 

· Shahid Rahnaman: the armed forces hospitals’ organisation: 23.8 million dollars 

(resulting from fighting the SARS-CoV-2 epidemic); 

· Training Centre: 11.9 million dollars. 

Also worth noting is the increase of allocation intended for payments for unintentional 

crimes committed by the armed forces personnel on duty. Here we can observe a 581.4 

percent increase against the previous year, to the level of 13.95 million dollars.  

 

The Ministry of Defence and Armed Forces Logistics (MODAFL) 

 

This financial year’s allocation for the MODAFL was to the tune of 726.8 million dollars (an 

increase of 34.5 percent). The MODAFL was to manage approximately 10.99 billion dollars 
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(this covered all the entities and projects directly reporting to or falling within the 

MODAFL), of which 109.2 million were to be spent on fixed assets. This means that in the 

2020/21 financial year the funds to be managed by the MODAFL were raised by 1.93 billion 

dollars, i.e., by 21.3 percent compared to the previous year. The amount dependent on oil 

revenues is 3.94 billion dollars. The Organisation of Defensive Innovation and Research, 

which reports to the MODAFL, received 26.36 million dollars this year (an increase of 32 

percent). Additionally, the MODAFL is supposed to handle the delivery of major combat 

equipment (helicopters and other aircraft) purchased from HESA (Iran Aircraft 

Manufacturing Industrial Company) worth 85.5 million dollars (an increase of 38.6 percent 

against the previous year). The budget law also lists an item entitled: “The purchase of 

aircraft and helicopters, and provision of aircraft parts and equipment for the Artesh air 

corps” amounting to 45.24 million dollars (a decrease of 52 percent against the previous 

year). One new project materialised, implemented by the MODAFL under the code name 

Shahid Shahryari, totalling 23.8 million dollars.    

 

General Staff of the Artesh (Artesh GS) 

 

The Artesh GS allocation amounted to 3.152 billion dollars, i.e., 33.6 percent more than in 

the previous year. The total amount to be managed by the Artesh GS will be 4.36 billion 

dollars, of which 8.55 million is to be spent on fixed assets (99 percent of the amount has 

been allocated to the Artesh GS alone). This means that the funds to be managed by the 

Artesh GS were raised by 1.28 billion dollars, i.e., 42 percent. The amount dependent on oil 

revenues is 5.33 billion dollars. Therefore, oil revenues permitting, the funds managed by 

the Artesh GS may increase by approximately 971.8 million dollars. 

Considering the above, it can be concluded that the planned modernisation of IRI's armed 

forces proposed by minister Amir Hatami is being consistently implemented, 

notwithstanding the limited technological potential. However, this year's budget shows 

that the Artesh is afflicted by equipment deficits (e.g., limited air forces' capabilities, which 

were revealed during the conflict in Syria) and a low level of combat readiness. Considering 
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Artesh’s involvement in Syria, it should be expected that the experience acquired there 

(particularly in special forces and rapid reactions forces operations) is to be shared, on  

a broader scale, with parent units and other units.  

During recent years, a vast majority of Artesh’s projects have been given code names. As if 

by chance, thanks to the amended content of the IRI's budget law, the objectives of certain 

projects have been revealed. However, in the case of some, retrospective analysis of the 

spending uncovered them as well. These are: 

· Shohada-ye Ardestani: modernisation of the aircraft fleet and air monitoring 

equipment: an increase of 111 percent, to approx. 164 million dollars; 

· Shohada-ye Subashi: air defence development: an increase of 113 percent, to approx. 

220.23 million dollars; 

· Shahid Falahi: project intended to improve the combat readiness of the Artesh: an 

increase of 36.1 percent, from 42.38 to 57.7 million dollars; 

· Shahid Zulfaghar: an information excellence project: an increase of 485.5 percent, 

from 1.7 to approx. 9.6 million dollars; 

· Shahid Shojai: military airports repairs and renovations: unchanged, 3.7 million 

dollars; 

· Shohada-ye Marvarid: securing the Gulf of Aden and maritime routes: unchanged, 

14.3 million dollars; 

· Shahid Shirudi: air fleet reinforcement: an increase of 187.7 percent, from 16.5 to 47.6 

million dollars; 

· Shohada-ye Niroo-ye Darya-i: sea fleet reinforcement, an increase of approx. 111 

percent, from 127 to 267.9 million dollars; 

· Labik Ya Emam: (probably a combination of combat readiness improvement and 

projects improving the morale of soldiers, veterans, and their families: an increase of 

approx. 153 percent, from 42.38 to over 107 million dollars;53 
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· Shahid Shahraki: rural areas development project: an increase of 566 percent, to 4.76 

million dollars. 

Also noteworthy is the increase in the Artesh Educational Centres Development Project: of 

733 percent, to 5.95 million dollars. Besides, a new project of the Artesh GS has 

materialised: the Tabani (social benefits) totalling 23.8 million dollars, but it is probably the 

result of efforts counteracting the impact of the SARS-CoV-2 epidemic.

 

The General Staff of the IRGC 

 

The IRGC General Staff allocation was 5.8 billion dollars, i.e., 70 percent more than in the 

previous year. The total amount to be managed by the IRGC GS will be 13.2 billion dollars, 

of which slightly over 140 thousand was to be spent on fixed assets. This means that the 

IRGC will be managing funds amounting to 4.98 billion dollars, i.e., as much as 60.7 percent 

more than in the previous year. The amount dependent on oil revenues is 7.89 billion 

dollars. The allocation of the Basij reporting to the IRGC has been increased by 30.3 percent, 

to 532 million dollars. 

Seven new projects totalling 573.3 million dollars appeared in this financial year’s amended 

budget law. Before, item 111390 was labelled as pertaining to the Construction Basij, but 

five of the seven new projects have been described as IRGC GS projects (the number should 

be interpreted as follows: 111 stands for the Ministry of Defence and Armed Forces 

Logistics, 3 - for the Islamic Revolution Guards Corps, and numbers 90 and above: The 

Construction Basij, hereinafter: CB). Considering that the CB report to the IRGC, it can be 

assumed that these are projects implemented by the CB but under the IRGC command. The 

projects are likely connected with combatting the coronavirus epidemic (the CB being an 

engineering corps), although only four items out of 7 seem to suggest that: 

· Shahid Zamani Niya: logistics: 238 million dollars; 

· Shahid Ebrahimi: security bases reinforcement: 47.62 million dollars; 
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· Shahid Varamini: The Sarollah Command Base: 26.19 million dollars; 

· The Construction Basij – the Shahid Fahmide Project: 19 million dollars; 

· The remaining two IRGC GS projects are code-named, which makes it impossible to 

determine what the funds will be used for. The last new project that falls within the 

IRGC GS but is probably implemented by the CB is the Ghassem Soleimani 

Foundation, with the allocation of 2.38 million dollars. 

The IRGC projects that were to be continued this financial year were accidentally partially 

revealed during the legislative works. Some of the projects' objectives can be determined 

with a certain degree of probability, while others cannot, due to a lack of sufficiently 

credible sources. Nonetheless, the research that the author has conducted so far shows that 

information about some of the projects, presented in only one source, coincides with those 

whose objectives have been only a matter of conjecture. Therefore, a list of projects is 

included below, whose objectives have been determined with a high degree of probability, 

and projects whose objectives seem probable. The second category projects have been 

marked with the symbol: “*” (according to the following formula: *Project Name: project 

description). The marking also applies to the section that follows describing ideological, 

propaganda-related, and counter-intelligence projects. 

· Shahid Chamran: an increase of 449.1 percent, to 1.076 billion dollars (against 

2018/19, 61.5 percent). Considering the past budgetary expenditures of this size (less 

this year’s increase), it can be assumed that Shahid Chamran is de facto the past 

years’ Kowsar development project (in certain years, the names even featured 

simultaneously as the item’s description). Even though its objective is unknown, the 

name change is noteworthy as it may mean that the project’s scope or subject has 

changed permanently. Besides, it is worth noting that Mostafa Chamran, who was 

killed during the Iran-Iraq War, is perceived in Iran as the “father” of non-regular 

operations conducted abroad. Hence, it should be assumed that the funds may be 

intended for this purpose. Given the recent tensions between Tehran and 

Washington, the funds' dramatic increase seems to corroborate the hypothesis.54  
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· *Nasim Rahmat: an increase of 62 percent, to 3.2 million dollars. According to 

circumstantial evidence, the project involves logistic operations supporting other 

projects. 

· Shahid Shushtari: Land defence tasks, borderlands defence tasks: an increase of 31 

percent, to 359.5 million dollars.55 

· *Shahid Kazemi: According to circumstantial evidence, the project involves 

delivering air operations support tasks, possibly for the IRGC navy missions: an 

increase of 94.2 percent, from 163.2 to 336.5 million dollars. The concept that the 

project covers co-optation of Kurdish people may be based on the repetition of the 

project’s name, including by the Construction Basij (the engineering corps).56 

· *Shahid Bagheri: an increase of 52.8 percent, to 192.85 million dollars. According to 

circumstantial evidence, the project covers the IRGC navy tasks.57 

· *Shahid Boronsi: a decrease of 11.7 percent, to 36.9 million dollars. There is 

circumstantial evidence that the project involves cultural and security operations 

and ensuring safety in metropolitan suburbia.58 

· *Shahid Hassan Tehrani Moghadam: development projects, an increase of approx. 96 

percent, to 214.3 million dollars. According to circumstantial evidence, the project 

involves the development of solid-fuel ballistic missiles. 

· *Shahid Rudaki: This year, the project was allocated 262.38 million dollars, while the 

Imam Khomeini Naval University of the Artesh is to co-benefit and receive at least 

480 thousand dollars (probably more, as the budget’s amendment mentions 

increasing the university’s allocation). This means that Rudaki is probably an IRGC 

navy project for the defence of Iran's islands in the Persian Gulf, which seems to be 

corroborated by a source that appears credible.59 

· Shahid Mirshaki: The Seyyed al-Shohada Corps of the Tehran Province (the 

formation is stationed outside Tehran and reports to the Sarollah Command Base; 

while the Mohammad Rasul Allah Corps is stationed in Tehran): an increase of 99.9 

percent, to 4.76 million. 
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· Shahid Soleimani: rural areas development project: an increase of 261.5 percent, to 

103.3 million dollars. 

· Shahid Ali Hashemi Khuzestan Province Security: an increase of 55.6 percent to 6.7 

million dollars. Khuzestan is the south-west province of Iran, bordering Iraq and 

Kuwait, with a prominent Arab minority. Separatist groups are operating in the 

region. Moreover, this is where the attack on Saudi Aramco facilities was launched, 

as per US and Saudi Arabian sources.60  

· *Jehad: space command: an increase of 80.2 percent, to 47.6 million dollars. Last 

year, the item was probably code-named Ghaem, as the similarity of the items’ 

numbers and the amounts is more than obvious. Besides, under the name Jehad the 

item has been placed in the draft budget’s table where projects falling within the IRI 

AF GS are located. However, in the amended budget it comes under a number 

reserved for the Construction Basij. This may mean that in 2020/21, the CB will be 

delivering construction works for IRI’s space programme. Ghaem, on the other hand, 

featuring on the IRI AF GS list, recorded an increase of 80.2 percent, to 47.62 million 

dollars. It must be remembered that the similarity of the space project’s name: 

Ghaem, to the name of the solid-propellent space booster programme is unlikely to 

be accidental61. 

· Shahid Yazdanshenas: The IRGC Construction Jihad command: an increase of 55.3 

percent, to 119 million dollars. 

 

As before, this financial year saw increased allocations for the counter-intelligence entities 

and entities responsible for propaganda and information protection in the armed forces and 

law enforcement. Propaganda is a critical aspect, considering that the younger personnel 

have a different experience than their superiors and participated neither in the 1979 

revolution nor the war with Iraq. Therefore, indoctrination expenditures should be seen as 

attempts to ensure loyalty to the system.62 In Iran, the coronavirus epidemic probably also 

affected the morale of the armed forces.63 It can be inferred that the disease killed not only 

some of the commanders that the subordinates knew but also soldiers, though the numbers 
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of the latter remain unknown. The total amount allocated to this goal is higher by at least 

approx. 534 million dollars. This applies to:  

· The Political Views Organisation of the Police Forces an increase of 13 percent, from 

17.9 to 20.2 million dollars, by 2.4 million dollars; 

· The Information Protection Organisation of the Police Forces: an increase of 32.6 

percent, from 14.6 to 19, 34 million dollars; 

· The Information Protection Organisation of the MODAFL: an increase of 94 percent, 

from 8.37 to 16.23 million dollars; 

· The Political Views Organisation of the MODAFL: an increase of 26 percent, from 4.8 

to 6 million dollars; 

· Information Excellence project of the General Staff of the Artesh: an increase of 70 

percent, from 11.2 to 19 million dollars; 

· the Shahid Zulfeghar project, which has been ongoing for 2 years, also covering the 

development of information excellence: an increase of 485.5 percent, from 1.7 to 

approx. 9.6 million dollars; 

· The Central Organisation for Information Protection of the Artesh: an increase of 

28.5 percent, from 16.6 to 21.5 million dollars; 

· The Central Organisation for Information Protection of the IRGC: an increase of 30.5 

percent, from 15.5 to 20.35 million dollars; 

· The Political Views Organisation of the Artesh: an increase of 12.5 percent, from 19.1 

to 21.47 million dollars; 

· The Central Organisation for Information Protection of the Artesh: an increase of 

106 percent, from 8.1 to 16.7 million dollars; 

· Nur-e Mobin: an increase of 733 percent, to 5.95 million dollars. The project probably 

covers an ideological and religious training taking place during the Ramadan. 
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· *Nur-e Rabi: no changes against 2019, approx. 190.5 million dollars. The project 

probably consists of ideological and religious operations at province level. According 

to credible circumstantial evidence, the project is similar to the Velayat, which 

covers defence tasks conducted by the IRGC at province level. 

· Velayat: an increase of 14 percent, to 115.5 million dollars. The project likely consists 

of ideological and religious operations at the province level, organised annually for 

24 years. Its declared objective is to reinforce the foundations of faith in the armed 

forces, under the Basij network and the social civil-military touchpoints*. 

Nonetheless, the project should be perceived as the delivery of defence tasks by the 

IRGC at province level64. 

· *Nur-e Hedayat: cultural and organisational tasks for the Basij elites (this supposition 

may be confirmed by the involvement in the project of Rahyan-e Nur: an 

organisation associated with the Basij movement. An annotation regarding the 

involvement was revealed during the legislative process): an increase of 20 percent, 

to 41.67 million dollars. 

 

Particularly worth noting are the much higher allocations for Sepah-e Hefazat – not only for 

2020/21 but during the past years as well. The organisation is IRGC’s security service, its full 

name is Sepah-e Hefazat Ansar al-Mahdi, hereinafter referred to as Sepazat. Starting in 

2017/18, the allocation was higher than that of 2016/17, by approx. 70 percent; in 2018/19, it 

was approx. 25.3 million, in 2019/20, approx. 24.2 million, and in 2020/21 will be approx. 

29.28 million dollars. This probably means that the IRI security apparatus perceives the risk 

of attacks on the political and administration elites as significantly hightened. Besides, the 

representatives of the clergy (acting as political commissioners) at the IRGC received an 

allocation similar to that from the past year: approx.31 million dollars.  

The expenditures on military universities have also considerably increased in 2020/21. The 

overall allocation for these institutions (including technical universities) was 160 million 

dollars in 2019/2020, while in 2020/21 it was 281 million dollars. This means that this year 

the funds have been increased more than three-fold. Significant expenditure growth is 



Asia Research Centre Report | March 2021 

40 | Łukasz Przybyszewski 

visible with regards to medical universities which is natural considering the SARS-CoV-2 

epidemic in Iran. At least 48.3 million dollars more have been allocated to the AJA 

University of Medical Sciences and the Baghiyatallah University of Medical Sciences (IRGC).  

Moreover, the Malek-Ashtar University of Technology received an additional 18.44 million, 

totalling 46.6 million dollars (an increase of 65 percent). The funds for the Officers 

Universities of the Artesh have also been increased by 9.52 million, to 26.42 million dollars 

(an increase of 56.3 percent). The AJA University of Command and Staff recorded a 323.5 

percent allocation growth, to approx. 6.9 million dollars. The Imam Khomeini Naval 

University of the Artesh co-benefits from the IRGC project code-named Shahid Rudaki. The 

Supreme National Defence University, subordinate to the IRI AF GS, recorded an increase of 

54.4 percent, to 99 million dollars. Although the Imam Hossein University (IRGC) did not 

record allocation growth against the previous year, the announcement that a faculty 

educating cyber soldiers has been opened is noteworthy. The new educational path is 

believed to have been developed in response to the autumn's riots last year.65
 

While IRI’s space programme, which is of crucial importance for IRI’s security, is being 

continued, Iranian government’s growing concerns about the safety of the 

telecommunications and IT infrastructure are also visible. This financial year saw the 

continuation of the provisions set in the Sixth Development Plan. In the 2020/21 budget, 

there are only a few expenditure changes against the previous year, or expenditure levels 

from before two years have been restored. Compared to last year, more funds have been 

allocated to the Iranian Space Agency (12.78 instead of 9.6 million dollars, i.e., an increase 

of approx. 25 percent). The Aeronautics Laboratory (5.5 million to 6.33 million, i.e., an 

increase of approx. 13 percent). At the same time, the allocation for the Aerospace Research 

Institute has been reduced by half (14.4 instead of 29 million dollars.) Moreover, the 

National Cyberspace Centre received 26 percent less funds compared to the previous year 

(8 instead of 10.8 million dollars). Additionally, this entity was to conduct national macro-

projects for cyberspace development totalling 7.74 million dollars. 

47.6 million dollars were to be spent on the country’s cybersecurity development, 

particularly the development of the banking system (purchase of fixed assets). The relevant 

ministry is to spend 138 million dollars on the development of telecommunications 
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infrastructure and services. 130 million from this allocation were to be spent on fixed assets. 

According to the announcement of the minister for information and communications 

technology, Iran’s intranet was to be ready by the end of June 2020. One of the data centres 

in Tabriz was to be part of the (cybernetic) defence infrastructure.66 The facility will be  

a part of the system covering the other centres in Mashhad and Shiraz.67 

 

Iran’s involvement in the region – Syria and Iraq 

 

Further analysis of Iran’s budget from the perspective of defence and security expenditures 

requires accounting for, and a more thorough examination of, the development of Iran’s 

economic (and military) relations with Syria and Iraq. Tehran’s development of economic 

ties with these countries is of strategic importance for Iran and under the sanctions regime, 

they only gained value in the eyes of Iran's decision-makers. The fact that both Syria and 

Iraq are battered and suffering from the impact of civil war and fighting the so-called Islamic 

State (ISIS) carries two-fold benefits for Iran. First of all, thanks to that, Iran can enjoy  

a stronger position as their trading partner. Secondly, the victory over ISIS has clearly 

strengthened the cultural bonds between Syria, Iraq, and Iran, which is reflected in, e.g., the 

two-way religious tourism. Naturally, it is unknown whether the trend of Iran's position's 

strengthening in Syria and Iraq will be maintained long-term. Still, if this happens, from the 

historical perspective it has been long since Iran's government enjoyed such extensive 

geopolitical influence.  
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Image 1. Map of the Iranian “land corridor” to the Mediterranean 

 

Source: David Adesnik, LTG (Ret.) H. R. McMaster, Behnam Ben Taleblu, Burning Bridge: The Iranian Land Corridor to the 

Mediterranean, Foundation for Defence of Democracies, 18.06.2019, https://www.fdd.org/analysis/2019/06/18/burning-

bridge/ 

 

From the perspective of the government in Tehran, military and economic involvement in 

Syria and the relations with Iraq play a vital role in the competition with the region’s 

remaining powers.68 Therefore, the trade agreements with these countries are crucial from 

the perspective of Iran’s economy. Iran wants to become one of Iraq and Syria’s key 

economic partners and their link with the Eurasian Union.69 Overall, Iran approaches the 

relations with Syria and Iraq also from the point of view of economic security – due to the 

US sanctions regime, Iran's companies need to look for alternative revenue sources. 

Indirectly, this can be reflected in budgetary revenues even soon, since the US sanctions are 

evidently forcing Iran's government to look for indirect financing sources for the budget 

where potential revenues can appear quickest. Trading with Syria and Iraq and 

reconstruction contracts carry the relevant opportunities. 
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Syria 

 

From the perspective of defence, the relations with Syria are critical where they involve 

contracts for Iran’s defence industry. One instance of this is the contract for the 

reconstruction of Syria's industry or construction of a ballistic missiles plant in Syria (or 

simply the delivery of Iran's defence industry's products), concluded towards the end of 

August 2018 during Iranian’s minister of defence Amir Hatami’s visit in Damascus.70  

A significant event connected to this was the recent meeting of gen. Mohammad Hossein 

Bagheri with his Syrian counterpart in Damascus on July 8, 2020. On that occasion, another 

military cooperation deal was signed.71 Particularly worth noting are the reports that the 

agreement includes delivery of Iranian air defence systems to Syria.72 It is unknown whether 

Iran can transport such systems to Syria, as the shipments would be at risk of Israeli and/or 

American air raids. Certainly, Iran intends to develop the Syrian air defence thanks to its 

systems and is seeking chances for such cooperation also with the government in 

Baghdad.73 

At the beginning of 2019, Iran signed eleven economic deals with Syria, which univocally 

shows the strength of Iran's efforts to maintain its influence in Syria.74 However, not much 

has changed since that time: Syria’s authorities have still not reclaimed the north-eastern 

territories of Idlib province and city. Clearly, the Astana peace process continues to 

encounter new obstacles. The Damascus authorities are probably up for a long struggle, not 

just for regaining control of the lost territories but also for attracting reconstruction funds. 

Syria’s leaders lack funds for a quick implementation of the reconstruction process.75 

Therefore, it should be expected that the reconstruction of Syria will take years and will 

progress exceptionally slowly unless a government change occurs, radical enough to attract 

international organizations' funds. Iran is aware of that while hoping that Syria will not have 

too many alternative partners. This likely means that entities which operated in Syria before 

2018 may still be active there. These are: 

· Iranian Reconstruction Authority; 

· Irano Hind Shipping Company; 
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· Khatam al-Anbiya Construction Headquarters; 

· MAPNA Group; 

· Mobile Telecommunication Company of Iran; 

· Tehran Construction Engineering Organisation.76 

The construction contracts are most important for Tehran, as they will probably be 

delivered by entities directly or indirectly related to IRI’s armed forces, e.g., the MAPNA 

conglomerate’s 411 million euros contract for the construction of a 526MW power plant at 

Latakia (gas turbines are to be installed, and the deal also includes the building of a 70km 

pipeline section), or construction of 200 thousand residential units. Based on Syrian reports 

on the contract, the Latakia power plant will take 8 years to complete and will be paid off in 

instalments within 5 years from deployment. It will also be possible to expand the 

electromagnetic network's capacity by adding a facility similar to the Latakia plant, located 

in ar-Rastan, over 100 km away.77 November 2019 saw the signing of an agreement for the 

reconstruction of the Syrian power grid with Iranian private and state-owned firms' 

involvement.78 For this reason, a special-purpose Syrian-Iranian partnership was formed to 

handle the construction.79 However, according to the reports, the latest residential units 

construction memorandum mentions 30 thousand units.80 It is unknown whether this 

number has been added to, deducted from, or has replaced that given in the deals from the 

beginning of 2019. But we do know that Iranian companies also hope to be involved in the 

reconstruction of Syria’s airports.81 In the present circumstances of the US sanctions on 

Iran's hydrocarbons, Iraq and Syria’s reconstruction is potentially favourable also for Iran's 

metallurgical, electromechanical and mineral industries. The Iran-Syria cooperation would 

also cover Iranian motor vehicles' joint production, development of rail links, delivery of 

Syrian oil extraction projects, agriculture reconstruction, and reconstruction of the Tartus 

and Latakia harbours.82 It is reported that Syria currently extracts 24 thousand barrels daily, 

while the daily demand is 146 thousand barrels. Overall, Syria’s daily demand is as follows: 

100-136 thousand barrels of oil, approx. 4.5 million litres of petrol, 6 million litres of diesel,  

7 thousand tonnes of heating oil, and 1.2 thousand tonnes of gas for the households.83 The 

missing amounts are imported, also from Iran. Apart from hydrocarbons deliveries, Tehran 
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has clearly become involved in the reconstruction of Syria’s hydrocarbons sector. Worth 

noting are the alleged links between Panshi Gania LLC (Syrian partner of Iranian Lubra Oil) 

and Chinese entities as well as attempts to start cooperation with Libya under Haftar’s 

government.84 Besides, Iran is seeking to sign an oil exploration contract in the area of Abu 

Kamal.85 Formalities have also been completed to build a 125 MW gas power plant and 

reconstruct a 400 MW heat and power plant at Aleppo.86 The Iranian conglomerate MAPNA 

has succeeded in building and delivering two power plants of individual or joint capacity of 

900 MW to the authorities in Damascus (the descriptions are not specific).87 Other contracts 

have materialised as well which means that the Syrian-Iranian cooperation for the 

reconstruction of Syria's electric power system is progressing. In November 2019, the two 

parties signed a cooperation deal covering an electric power system and the development 

of electrical devices. The contract also covers reconstruction works on Syria's electric power 

system, locating electrical devices production in Syria, the building of an electric power 

station, as well as transfer and distribution grids, and reconstruction and repair works for 

the existing damages in the distribution grid.88 In February this year, Syrian Telecom signed 

a contract with the Iranian Nian Electronic to deliver, deploy and operate electrical systems 

in telecommunications centres and switchboards in Damascus, Homs, Hama, Latakia, and 

Aleppo.89 In total, Iran has signed at least four significant contracts to reconstruct the Syrian 

electric power system.90 

Iran’s government does not hide the fact that in Syrian-Iranian projects it is hoping for funds 

from external entities (both international and national institutions). Should banking 

cooperation between the two countries intensify, it is unclear whether Damascus could 

count on such financial aid as the suspicion might emerge that the received funds would 

indirectly find their way into Iranian entities.  

Iran's exports to Syria are also improving: since September 2019, their value grew to modest 

75 million dollars, but Tehran optimistically declares that by the end of 2021, it expects  

a 1 billion dollars trade volume. There is no telling if this amount will be achieved. Still, after 

approximately a quarter of transports were suspended due to the SARS-CoV-2 epidemic, 

Iranian airplanes and ships are back on their routes to Syria.91 It could be that the trade 

volumes will be additionally boosted by the free trade agreement, including the creation of 
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special economic zones (SEZ) and tax exemptions for certain Iranian goods.92 22 entities 

dealing with reconstruction projects have registered in the Damascus SEZ, which was to 

open by the end of the second quarter this year.93 Iran Chamber of Commerce, Industries, 

Mines, and Agriculture has recently purchased a building in Damascus, hoping for a gradual 

increase of economic cooperation between the two countries.94 

Although various research centres and analysts highlight Iran's ongoing competition with 

e.g., Russia for Syria’s reconstruction projects, it should not be precluded that the Iranian 

side will lose most of the lucrative contracts. The government in Damascus owes as much to 

Moscow as it owes to Tehran. Russia and Iran’s armed forces supported Bashar al-Assad in 

different yet complementary ways. Politically, the Astana Peace Process proved a major 

success, thanks to which Syrian constitutional committee delegates (proposed by Syria, 

Russia, Turkey, and Iran) were finally approved by the UN at the end of October 2017. 

However, the representatives of Syrian Kurds opposed the resolution as they had been left 

out.95 By 25 November 2019, the committee held two sessions but the agenda was not 

approved at the latter, so no further sessions ensued. Later, due to the new coronavirus 

pandemic, the sessions were impossible but are to be renewed after the ban on flying is 

lifted.96 

Iranian authorities condemned the Turkish operations in Syria, as the Kurds may be forced 

to turn to Damascus for protection in the future. If that happened, Bashar al-Assad would 

gain new allies who would be a constructive tool in deflecting Turkish influence. Although 

Turkey and Iran have a lot in common, they are predestined to cautiously compete for 

influences in the region due to geopolitical reasons. Iran’s offer of mediation between the 

Kurds and Turkey and the Ankara-supported forces should be interpreted in the context of 

such calculation – even more so if it is repeated.97 Still, Iran’s main objective is for the largest 

possible numbers of US troops to leave Syria (the long-term goal being driving the US out, 

at least from countries which are Iran's direct neighbours), as this would significantly 

strengthen Tehran’s position and give it greater freedom to act. Approximately 700 

American troops are supposedly present in east Syria at the time of writing.98 

Therefore, Iran’s past protests against Turkish operations targeting Kurds should be 

regarded as a significant declaration in spite of everything. The government in Tehran 
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probably hopes to attract more sympathy from the Kurds in Syria and Iraq. Iran's better 

relations with Kurds may prove useful in the future. So far, it was predominantly Turkey that 

undertook aggressive actions targeting the Kurds in Syria and Iraq. At the same time, 

Turkey’s other military involvement in Syria, in the autumn of 2019, though expected, only 

temporarily changed the nature of competition between Iran and Turkey. Tehran focussed 

on fighting the Kurdish rebels operating in the territory of Iran. Ankara is still far from 

breaching Iran's “red line” as so far, the military operations in Syria do not pose a real threat 

to Tehran's influence. The only problematic and still unaddressed question is that of the 

members of the so-called Islamic State and their families, who are being held in Syria’s 

camps/prisons. If control over the camps/prisons is lost, Iran can expect an increase in 

terrorist attacks in the future, not just in Syria but also in Iraq. According to the latest 

reports, the risk of a rebellion in those places, which would result in many terrorists breaking 

out, remains high.99 There is no way to assess whether, if the US troops leave Syria, the 

breakout of the said terrorists is unavoidable, but it still seems to be a likely consequence. 

 

Iraq 

 

Over the recent years, Iran's influences in Iraq have been growing, and this trend will 

probably be maintained. As the countries are neighbours, Iraqi authorities fear Iran's conflict 

with a regional rival – or a rival present in the region (the US, Saudi Arabia, Israel). Tehran's 

perception of the US' declared further reductions of its troops stationed in Iraq is 

undoubtedly positive. Still, the process is bound to result in complications, though it is not 

yet known of what kind. Presently, full withdrawal of US forces from Iraq still seems 

impossible, so the nature of future threats remains unclear for Iran. The reports regarding 

another round of American-Iraqi strategic dialogue have not shed much light on this matter, 

which was also underlined by the Iraqi parliamentary circles' pro-Iran fractions.100 

Despite the recent outbreak of protests in Iraq, during which anti-Iran provocations 

occurred, Iraq and Iran's relations should not deteriorate any time soon. However, more 

demonstrations are possible. The Iranian influence – or rather that of Iran's security 
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apparatus’ almost direct control – over most fractions of the Popular Mobilisation Forces 

(PMF) is unlikely to diminish either. In this context, it must be noted that although it is more 

convenient for the authorities in Tehran to control the PMF indirectly, the ultimate 

dismantling of the PMF (by including the military groups in the security forces or political 

groups) would still be favourable for Iran. Tehran would then increase its influence in the 

institutions that incorporate the PMF members.101 The fact that four sanctuary formations 

separated from the PMF in February this year should mostly be interpreted as a realisation 

of the divide et impera rule (Liwa Ansar al-Marjaiya, Liwa Ali al-Akbar brigades, and Firghat 

al-Abbas al-Ghitaliyah and Firghat al-Imam Ali al-Ghitaliyah units were involved in 

defending Shia sanctuaries). The move resulted from Iranian and Iraqi pressures, and the 

separation of the groups is favourable for both Tehran and Baghdad. The spiritual leader of 

the above formations is Ayatollah Sistani, who promotes Iraqi clergy's independence from 

the influence of their Iranian counterparts and strengthens Iraqi spiritual schools' 

sovereignty. However, the results of such political moves are yet to be seen. It is unknown 

what effects will be caused by the pressure exerted on the PMF by Iraq's new Prime 

Minister, Mustafa Al-Kadhimi.102 

The authorities in Baghdad are trying to balance the numerous influences present in Iraq 

cautiously. Yet, the Iranian influences are the ones that, due to the geographical location 

and the frail authority of the central government in Baghdad, are unlikely to disappear or 

decrease.103 Although Iraq undertakes attempts to emphasise its sovereignty, Iran's 

conciliatory, reassuring declarations should be perceived as a diplomatic ploy rather than  

a manifestation of weakness.104 Al-Kadhimi's recent visit to Iran (July 21) seems to confirm 

that the Iraqi authorities probably have no resources or possibilities to shed Iran's 

influence.105 The Iraqi prime minister met IRI's supreme leader Ayatollah Ali Khamenei, 

Hassan Rouhani, Ghalibaf – speaker of the parliament, and Shamkhani – secretary of IRI's 

Supreme National Security Council. The visit will probably lead to further development of 

Iraq-Iran cooperation, although its shape is most likely to depend on American troops' 

further presence in Iraq.106 Iran considers the two as connected because it has no intention 

of resigning from its geostrategic interests. Iraq is the first territory that – if controlled  

– opens the way to Syria, which opens the way to Lebanon. From Iran's perspective, the 

territories of these countries are a traditional buffer zone, marked with competition and  
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a struggle for influence. Therefore, the development of economic cooperation with Iraq is 

essential if Iran wants to maintain a regional power status. Recently, a significant step was 

made in this direction with the re-opening of the Syria-Iraq border crossing in Abu Kamal 

(al-Bukamal) /al-Ghaim. Essentially, it is controlled by Iranian (or pro-Iranian) forces, and 

Tehran is trying to develop there not only warehouses for cross-border trading but also 

military facilities (the Imam Ali base). But the facilities have been and will continue to be 

regularly bombarded by American and probably also Israeli forces.107 Despite the losses, 

Iran is developing parallel cooperation with Iraq and Syria, combining military and economic 

objectives.  

Banking is another example confirming the increasing economic bonds between Iraq and 

Iran.108 Paradoxically, sanctions on Iran's banks, including the central bank, do not result in 

Iraq's reduced trading with Iran. The only consequence is the dollar's diminished role in 

trading relations between the two countries (the cooperation has lasted for over a decade). 

Iraqi entrepreneurs can effectively circumvent the sanctions using, e.g., the open branches 

of Iranian banks in their country.109 Although in many respects the sanctions imposed on 

Iranian banks constitute a significant impediment or even a barrier, some countries are 

ready to give up the dollar in commercial exchange with Iran (e.g., Russia, China, and 

perhaps some EU states).110 For many reasons, that is a disadvantageous situation for Iran. 

Still, when it comes to the level of perceptions, the authorities in Tehran are succeeding as 

on the level od media they are building the narration of fighting the dominance of the dollar 

in international commercial exchange.  

The authorities in Tehran expect the volume of trade with Iraq to increase to approx. 20 

billion dollars in the coming years (from the current 12 billion). That was to be facilitated by 

the visit of Iran's President Hassan Rouhani at the end of March 2019. On that occasion, 

memoranda of understanding were signed in the areas of transport routes (asphalt roads, 

and railroads); electricity; the hydrocarbon sector; trade; incentives for tourism, including 

visa-related and joint improvement of safety at the borders; customs tariffs changes; joint 

investments; joint industrial park projects in borderlands, and borderland shopping centres 

(or retail parks).111  
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At least approx. half of the value of Iran's trade with Iraq consists of products other than oil. 

These are, among others: industrial equipment, medicine and medical equipment, food and 

drink, steel and metal products, and water supply equipment.112 Despite the SARS-CoV-2 

epidemic, the Iraq-Iran border was not closed completely, and goods' movement continued, 

albeit with difficulty. These are currently the border crossings in Iraq's Kurdistan Region that 

are open. The region plays a crucial role in Iran's exports, and Tehran is actively seeking 

further cooperation development.113 At the province level, this mainly applies to Iran's 

Kurdistan: 99 percent of its goods are exported to Iraq’s Kurdistan Region.114 However, due 

to the epidemic, it is doubtful whether Iran will manage to increase the volume of trade with 

Iraq to approx. 20 billion dollars by March 2021. 

From Iran's standpoint, Iraq is an excellent trading partner as Baghdad has to import almost 

all categories of products from Iran, which puts Iraq in a position close to that of a vassal.115 

Consequently, Iran's priority is to develop the logistic infrastructure, which also fits with 

Tehran's regional strategy. If in the coming years Iran manages to open the rail connection 

from Shalamcheh to Basra (which links to Khorramshahr, Abadan, and Imam Khomeini port 

further in Iran), it will gain a route leading to Syria, as far as the port in Tartus.116 Despite 

numerous declarations, the project has been delayed for many years, and currently, there 

are no signs that Iraq's government will decide to build the railway section at its side. Other 

projects will probably be implemented sooner as, due to financial difficulties, the Iraqi side is 

unable to keep up with all Iranian initiatives. Iran's parastate Mostazafan Islamic Revolution 

Foundation (Bonyad-e Mostazafan), which de facto is the mother-entity of a portfolio of 

companies forming a huge economic conglomerate, has already been allocated 2020/21 

funds for building the entire rail connection, including in Iraq. The project is facing delays, 

however, caused by Iraqi authorities' tardiness designating and handing over the areas for 

construction due to the still unresolved discrepancies in the Iraq-Iran border's 

demarcation.117 In March 2019, Iran and Iraq returned to the deal concluded in Algiers 45 

years before. As a goodwill gesture, a joint action plan was established aiming to resolve the 

above border dispute. After more than a year, it is clear that its goals will not be achieved 

any time soon.  
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Iraq still has to rely on electricity and natural gas imports from Iran.118 The US uses 

speculations regarding the non-extension of the exemption from sanctions for the above 

imports to exert pressure on Baghdad's government. The sanctions regime made it 

practically impossible for Iraq to pay Iran for energy in dollars. However, on July 21, during 

Al-Kadhimi's meeting with the authorities in Tehran, the Iraqi central bank's head 

announced that a way out had been found. The solution is supposed to be a special purpose 

vehicle (similar to the European INSTEX) which will make it possible for Iran to receive 

payments for imported goods in Iraq.119 This does not seem particularly favourable for Iran. 

Recovering the amounts due in dollars would be better, yet, on the other hand, Iraq still 

does not have an alternative source of gas or electricity. Despite the American-Iraqi 

strategic dialogue of 10-12 June this year, the prospects of potential electricity imports 

from, e.g., Saudi Arabia remain distant, while Iraq is still coping with the lack of possibility 

to use its own resources to improve the level of the country's energy sovereignty. Currently, 

Iran covers 30-40 percent of Iraqi electricity demand. But it is still possible that Iraq will be 

connected to the Saudi power grid if Baghdad's financial problems persist and become 

increasingly difficult to solve. In such circumstances, the Saudi aid may with time evolve 

into a deal combining financial support with developing cooperation in the area of electric 

energy.120 
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This report focuses on significant changes in the Islamic 
Republic of Iran’s defence and security budget for 2020–2021

• In the 2020–21 budget, it has been assumed that Iran’s oil 
export revenues represented will be approximately 63 percent 
lower. Despite this, Tehran aims to increase defence and 
security expenditures.

• Particularly noteworthy is the security and defence allocation, 
which is roughly 66 percent higher. The public security and 
political system’s security allocations (including the police 
allocation) have been increased by 33%.

• As stated in the sixth five-year development plan, the regular 
army’s (the Artesh) weapons systems are to be thoroughly 
modernised, while the revolutionary army’s capabilities 
(Islamic Revolutionary Guard Corps, the IRGC) are to be further 
expanded as well. 

• The 2020–2021s budget is a continuation of Iranian armed 
forces’ intensive modernisation process based on earlier plans 
of offensive and defensive capabilities development. For the 
time being, the outcomes of this process seem to be relatively 
modest, however. 

• At the same time, Iran’s budget has again recorded a deficit, 
which is being mitigated by selling state property, and by debt 
instruments. In the current circumstances of the sanctions 
system, Iran’s economic policy faces various challenges. This 
means that Iranian politicians must demonstrate a substantial 
dose of creativity in fiscal and monetary policy and reforms.


