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Article History Introduction

Received: 2022-10-25 Ir} recent years, the concerns about Fhe fiscal stability ofthe Tehran mu-
Accepted: 2022-12-18 n!c!pal!ty have increased. Consjtructlon fees, as the main source of mu-
nicipalities’ revenue, are volatile and unpredictable. During recession
periods, the reduction in construction fees enhances the municipality’s
budget deficit, and consequently, the municipality issues debt to cover
the deficit. An enhanced budget deficit and an increased debt level lead

gsgg:t”;fecast to unsustainable fiscal conditions. In Tehran, recent housing market re-
Deficit cessions and covid pandemic have reduced the municipality’s revenues

and forced it to borrow money from the banking system. This paper
explores the status of the fiscal stability of Tehran municipality in the
period 1400-1405.

Fiscal Sustainability
Municipal Debt

Materials and methods

In this paper, we use two different approaches, debt to GDP and debt to
asset ratios, to forecast the level of municipal debt and investigate the
status of the fiscal stability of Tehran municipality. The balance sheet of
Tehran municipality (available until 1397) is used to compute the debt-
to-asset ratio. We also used the reported debt and GDP level of the mu-
nicipality of Tehran to calculate the debt-to-GDP ratio of the year 1399 in
our analysis. In the next step, we employed fiscal programming and pol-
icies framework (FPP) to forecast the revenue and expenses of Tehran
municipality. Consequently, the budget deficit of Tehran is forecasted in
the period 1400-1405.

Findings

According to our findings, Tehran municipality was in an unstable fiscal
condition in 1399. The debt to asset ratio was more than 67% in 1397,
and the debt to GDP ratio was 16% in 1399. The desired target rate for
these two ratios was 50% and 9.9%, respectively. Based on our forecast,
the municipality is expected to face a high budget deficit. The municipal-
ity will be forced to borrow from the banking system to cover the deficit.
Furthermore, It may be unable to settle the previously issued debt. Ac-

* Corresponding author: niloufar.demneh@gsme.sharif.edu




d

’@‘ !
u}qj/’//‘/,’ h Urban Economics and Planning Vol 4(3), Winter 2022

cordingly, the Tehran municipality debt-to-GDP ratio
is expected to reach 25% by the end of 1405.

Conclusion

In this paper, we aimed to assess the fiscal stability
of the Tehran municipality and suggest a series of
reforms to enable the municipality to achieve fiscal
stability. The debt to GDP ratio of 16% and the debt to
asset ratio of 67% in 1399 demonstrates that the mu-
nicipality is fiscally unstable. Although the target rate
of the debt to GDP ratio is 9.9% in 1405, our forecast
shows that the ratio will approach 25 percent by then.
Accordingly, the fiscal status of the Tehran municipal-

ity will remain significantly unstable in 1405.

The required reforms to achieve fiscal stability should
be implemented in two dimensions. First, policy re-
forms are needed to reduce expenses and increase
revenues. To prevent the financial crisis, in the me-
dium term, the GDP of Tehran should experience
an average increase of 1.54% each year. Second,
Institutional reforms are necessary to increase the
transparency of budget spending and enhance the
efficiency of the reporting process. In this regard, im-
plementing budget classification and coding reforms
and fully applying accrual accounting are among the
necessary reforms.
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