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ABSTRAC'f 

This thesis examine!:> the effects of oil revenues on 
~ 

Iran 1 Sc economy. Di f feren t ...,aspects of the Iranian' economy 
> • 

wer~'Btudied i,O .~.i9ht of th~ ~st-1973 price increases in oil 

wh~ch resulted in higher oil revenues. The effect of ail on 

,xran's ,deve1opment .p~ans, balance ~f payment, money supj>ly, 

credit, i.mports" 'inflation, agriculture, urbanization and 
~ 

income distribution were studied. 

It was fpund that oi1 had a dual effect on Iran's 

economy: while it provided Iran, with suff ictent funds to 

,jfina?Ce i ta developmen,t efforts and to increase i ts imports, 

it also created inflation, increased ~~lative backwardness in 

a g r i cu 1 t ure, 
)~ 

accelerated urbanizatlon, and exacerbated 
• 

inequali ties in the distribution of income: 

. () 
RESUME 

Cette thèse étudie les effets des revenus de l'industrie 
" 

petrolière sur l'économie de l'lran. GPlusieurs aspects de 

l'économie iranienn4e so.nt discutés à la .lumière de 
(f 

l'augmentation des pr ix QU pétrOle de 1973, augmentation qui 

a abouti sur des revenus pétroliers plus él~vés'\ y s'oint 

également étudiés les effets, du pétrOle sur les plans de 
.... 

développement de l'Iran, les soldes cré~i,te":1rs et débiteurs; 
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les prov i s ions monétaires, le crédi t, les irnpor tations, 

l'inflation, l'agriculture, l'urba4isat~onet la 

des revenus. . ' '" 

distribution 

Cette thèse découvre que le pétrole a eu un double 'effet 

o sur l'économie de l'Iranf alors qu'il assurait à l'Iran les 

" fonds nécessai res a $on développement, et augmentait: ses . r 
v 

importations il entraina égalem~nt l'inflation, engendra un 

retard relatif de l'agriculture, >accélera ~'urb~niSatiOn et 

approfondit les inégalites relatives' à la distribution du 

revenu. 
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Preface 

, , 
, 
Iran is the oldest and second 1argest1 oil-producing 

~ , 
country in the Middle E9st. After the oil-boom year of ;1.973, 

Iran like other members of the Orga!lizatiori of petroieum 
. 

Exportin9.,Countries (OPEC) has 'benefited from substantial 

increases in oi1 revenue. However, oil' revenue may be 

thought to have, had positive as well as negative effects on 

the eeonomie development of Iran. 
t , 

Iran' s rate of increase in GNP more than dqubl.ed in the 
-f>. 

first two 'postl..OPEC priee rise yèars 9f Î974 and 1975. Oil 
'1 , 

< 
revenue enabled the Iranian government ·to prepare arnbitious 

eeonom.ic development ,plans with substantial increases in 

,90vernrnent expenpitures. It also pro,vided Iran with el)ormous, 

surns of foreign exchange which fueled the expansion of the , , 

rnoney suppl.y and ered i t. 

o il' money, however, had i ts nega tive effects ;on the 
, 

o 

econorn~,as we~l. ]he infectiqn o~ oil revenue., into' Iran's . 

eeonorny'createcr'i'flation; a phenomenon which was re1atively 

unknown to the couri~ry befor-e 1973. The agJ,:' icultural ,sector 

had dec1ines in its growth ra,te; new rural "immigrants towards' 
. ' 

'\ , 
urban centers created severe infrastructural 'problems; incorne 

, , 

distribution deterio.-rated due·" to, the new riches of the 
, ~ 

countr.y and there were massive ïnc'reases in military , 

expendi'tures anÇl imports of arrns. Besides military impor ts, 
, '. 

• 
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almost every sector of the 'economy . h~d' a maj or ~lemellt qf' 

impor ts 'which on--<:ffie hand provided the Fequired' inp':,lts for 
" 

economic development anp .on the other hand, 'had a ~tabilizing 

effect on 'p~ ices. 
, 

This thesis is, 'by -no meaps a complete su;vey of t'he 
CI ......... ,. 

relationship betweèn oil revenues and economic development. ~ 
.s . 

In the following chapters, an attempb will be ,made to shed 
~ ~ 

sorne light on the effect of oil revenue on th,e econornic 

development of Iran. In chapter l, a theo~etic~l frarnework < 

is sketched out. The role of oil revenue in Iran' s 
, 

". developrnent plans will be dealt' with~ in chaptEÜ: II. In" 

( 

d" ~ 
." ! . , 

'- chapter III, other contributions of oil to Iran',s econoItly 

will be considered. 
. , . 

1 

", , 

Chaptérs IV and V will: concentrate on tqe. costs of sharp " , 

increases in oil revenues. Concludîng rernarks are contained 

in chapter VI.O 

~ 1 
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CHAPT.! 1 

, . 
'rbe '.rbeoret i cal Pr a_ewor k , 1 

1. Introduction 

Reserves of scarce mineraI resources are concentrated in 

relatively few countries. Due to the scarcity' of. these 

resources in the w,orld as a whole, their priees can be 

expected to rise with growth in demande ' Furthermore, 

economic self interest may lead the owners of the resources 
. 

to form a producer.'·s cartel which could act to push ,priees 

even higher. In the case 0 f oil, expor t ing gover nrnents 2 

share in common the great need for quick _ revenues. They are 
, 

~ore inclined to 0 exploit the short or interrnediate-run 

dependence of foreign usets of th.eir commodity, thus 
, 

- --increasing' their own ecohomic dependency on oil revenues. 
7 • 

Oil itselt' has a ,~inor direct development effect, a-s 
. , 

linkag""%s with the rest of the economy tend to be lirnited. 

The only substantial' effect is the income which it brings for 
"'-' ' '. , 

the ~tate. . Since oil is a wasting asset, the governrnent' s 

gieral airn will be to decrease the oil dependency of the 

economy and to develop the country and di versify the econorny 

as fast as possible, before ail runs out. That is, other 

economic activities in these, countries must be able ta 

provide sutf icient governrnen,t revenues, foreign exchange and 

" 

'1 

, , 
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employment when the time comes that oil revenue decreases or 

completely ceases. During the process of development, t-he 

OPEC members are eager to convert their exhaustible oil' into 

capi tal investments, at home or abroad. Faced wi th a sudden 

and huge influx of oil money, these countries immediately 

prepare and formulate an ambi t ious economic plan. 

Public revenues in these countr ies co~pr ise a very large 

percen tage of the national income. 1 n the e'l( t r eme , as in 

Kuwai t, the public revenues are "nei ther due to ordinary tax 

receipts f'rom the domestic sector, nor are they returns on 

public enterprise as in the socialist countries. More 

generally, there is a unique situation, almost without 
\ 

parallel in history, where economic prosperity and progress 

arè largely independent of a domestically-produced economic 

surplus and its size. "3 AS the control'~er general of 

venezuela pointed out" in .... many countries, being rich ls a 

consequence of the efforts and works of the people. When you 

make something you can manage it. The creation of wealth and 

i ts management are par t of a pr~cess. We never had such a 

process. The wealth came out of the earth. 

consequenc~ without a cause."4 

We have a 

The r~source exporting government 1 s overall objectives, 

therefore, would be maximizing gains from exports of natural 

r esou r ces, protecting the country 1 s consumer interests, 

safeguarding resources for future needs and encou r ag ing 

r esour ce-ba sed i ndust rial development. 5 These general 

objectives can be summar'ized by the fo).lowing set of goais:6 

-------------------------~---------------

\. 
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1. to develop the country through investments that 

provide the hJ.ghest expected return for any 

given level of econornic and political risk. 

2. to increase the domestic standard of living. 

3. to maintain and strengthen the stabil i ty of the 

regime, to increase national securj.ty and the 

country' s political power. 

·3 

In orde'r to achieve these goals, the revenue from 

natural resources can be allocated among the following main 

areas: 

1. Dornestic inyesment for economic development and 

growth, i.e., domestic spending on development ., 
, 

plans, importing intermediate and capital goods. 

2. Public and private consumption in order to rai se the 

standard of living and p.ublic welfare, Le., importing 

consumer and agricultural products and food subsidies • 

.... 3. Throwaway spending 7 , Le., spending that increases 

neither publie welfa're nor production capaci ty. An 

example of this type of spending would pe the 

excessive military spending which is made possib-le by 

the vast amount of easy-come oil rnoney. This 

contributes li ttle .to either econornic growth or to the 

• 
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standard of living. It might be justff>ied bH:~ 

presumed contribution to national security or the 

strengthening of, the regime. 

\ 

2. Objectives of Developaent Planning 

1 

· 'h 

The governments o'f these countr ies are unëier~pr~sui e t.o., .. ~ 
improve the economic well-being of their citizens due to 

increases in oil revenues. Therefore, their launching of an 

effective economic development program is affected to that 

end. They increase the level of consumption to raise the 

standard of living. :·Ho.wev,er, primary allocat'ion of oil 
.- <. 

revenue to current consumption will not effièiently increase, 

the leve~ of achievernent of other goals. rur therrnore, 

consumption if not accompanied by investment ami saving,. will. 
~<:j. 

fall drastically as soon as the flow of revenue drôps. 

Moreover, the' increased oil revenues ,cannot?-- be consumed 

immediately as there 'arê lirnitsJon the rate of Înctease in 
e>:~ 

consurnptton. 

l nve s trnen ts tha t "generate future income will raise the 

standard' oi: 1ivirg more efficiently than immediate spending 

Qn imports of goods and se~vicès. Expected return and risk 

are generally ctbnside red to be major cri te ria 0 f bu'si ness 

... investment. 'Risks can be reduced by diversification, i.e., 

by investing in a number of opportunities thereby creating a 

\ 

" 

... 
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mixed portfolio. . . ' 
Both àomestic and foreign investment contribute to the 

goal achievement. They botllî have positiv~ effects on the 
.,. 

.standard of livng since the return of foreign investment can 
8-

make future resourcoes available ta incr.ease the standard.~of· 

living- Domestic investmen', however, has' a c1ear-cut effect 

for the cou~tryts~economic deve10pment, national security and 

the stàbi1ity of the regime. Th'r.e,· . .. proportlon of tot~l 

investrnent which is a110cated to each type - for maximization 

of goal achievement - depends on the ~hoice ,of the specifie 
" 

1eve1 of retuIn an~ the respective lowest risk which ~n,turn 

is a matter of the individual cou~tryls ·preference. However, 

due to the fdesire for fast. development, domestic investment . , 
i8 likely to absorb a growing part of the oil revenues • . 

The injection of large sums of oi1 reve'nue crea tes new 

sets of problems. Inflation is one of these prob1erns. The 
, 0 

'sudden and substantial increases in oil revenue leads bo the 

corresponding 'injection of oi1 rnoney through government 
o 

expenditures and credit expansion in ,the private sector, 

which in turn,leads to corresponding increases in money 
.A 

supply. On. the supply side,· the country' s ava i1able goods 

and services has to increase proportionately in or~er to 

rnaintiin relative piiee stabiLity. Massive foreign exch~nge 
~ 

generated_from oil revenues leads to corresponding increases 

in imports. However, ~ue to the structural rigidities that 

exist in a Less De~eloped Country (LOC),' and also due o to the 

l 

-• 



.-
( . 

6 

higher relati~e monetary expansion, the supply side of the 
• 

economy cannot expand accordingly, or at least by the sarne 
l 

proportion. This creates an inflationary gàp, which finally 

leads to rela"tively high rates of inflati'on8 , compared to the 

pre-oil boom per iod. Fûrthermore, the ,de~ire to develop as 

ci'uickly as possible will lead to the creation of urban 
; . 

employment opportuniti.es which is due tVm~mentation of 

economic plans. This -in turn results i~ ~~id ':tbanization. 
<> 

The new wave of demand in these areas cannot' anymore be 

satisfied by the preient tre~d ln agricultural pro~ucts, 

particularly when the agr icul tural-rur'al producers becoJlle the· 

urban-agricultural consumers. T~e relative backwardness of 

agriculture in favour of industriali~ation intensifies the 

problem. Instead" unlimited foreign exchange'~arnings turn 

to a general license,for imports to satisfy the newly created 
\ .. .. , 

urbankdemand. The agricultural sector, therefore, 'not only 

loses its relative priority, but ther~ se~ms to be a negative 

linkage between ~il revenues and agricultural production9• 

These new oil-inducéd problems -. inflation, increasing 

neglect of agrrculture, urbanization, sudden and enormous 

increase in'imports, the woq;ening of income distribution, 

the shartages af electric ,ower and skilled manpower, etc. -

will, therefore, be adàèd ta the pre-existing structural , 

p~oblems Inherent in being l~ss developed such as illiteracy, 

lack of efficient communication, etc. One tends to believe 

that inevi tably 1 there i..,s bound to be a lot. of. confusion, 

mismanagement, waste, lack of, coordination and considerable 

duplicâti~n of efforts. 

~-

1 

1 
'tIW:-n-- t 
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3. An Bconoaic ModellO for an Oil Ezporting Countr% 

The model can be summarized as followa: 

the economic resources (aIl in current p~ices) are: 

GDP* 
~ 

A 

r k 

= 

= 
. 

= 

Gross Doméstic Product, excluding the oil 
industry 

total product of the oil industry 

return on foreign investment, where k 
is the accumulated stock of foreign 
investment,. and r is the rate of return. 

The Gross National froduct (GNP) for the year 
t would be: 

GNPt = GDPt* + At' + rkt 

The ec~nomic uses (aIl in current prices),are: 

C ,-

l = 
G = 

= 

= 

NXt = 

Xt) Mt, 

Consumption " . \ 

" 
Gross domestic.investment 

Government expenditures on domestic goods 
and services 

total exports, (oil and non-oil 9000s and 
services) 

total imports ( inCluding government 
import of goods a~d services), 

• Xt _. Mt = net exports which 
, ,positive if 

can be 

negative if Xt <Mt 

or~zero if Mt = Xt 

The Gross National product would be: 

GNPt := Ct + It + Gt + NXt 

L 

... 
-----, ---

7 



, 
J 

1 , \ 

, 
L 

8 

Due to the s~eific characteristics of oit low'price 

elastic i ty of demand, high.-!.income elastici ty of demand, the J' 
,- , 
'. 

exist.ence of an aggressive cartel - the unit pr iee of a 

b~r]';el of oil has been increasing in the world market. 

Furthermore, as long as marginal cost of productio~-of oil is . ~ 

less than the anticipatéd priee, there is an incentive to 

'produce more. ' The value of A, therefore, is rising over 
~ / 

~ime ~ causing GN~ in real terms to increa .. se over the long 

ruri, t~rough the following mechanisrn: 

~ -
1. .,. increase in 'k' (assuming ris constant): net 

addition to 'kt in the current period increases 

the capital stock held a~road in the sUbsequent 

periodes) and thereby increases GNP in the long 

rune l 

2. increase in GOP* in real terms: the portioh of 

'At' which is spent.on developmental projects 
< 

would increase product~on çapaeity of the econpmy 

in the following'periods and thereby GDP* in real 
- . 

terms over the long rune 

Discussion of government development plans is therefore 

on~ of the major objectives of this thesis. The quantitative 

link between development projects and increas~ in real'output 
. . # 

may well be· expressed in terms of the lncrernental capltal 
\ 

output ratio as detailed in chapter II. 

.' 

~ .. , .. _f 
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In the long run, however, if the pri e of oi1 continues 

to increase drastical~y, the n measures in the 

industrializéd countries an~ their to search for a 

cheaper( sourc~ of energy, may lead to a d the value 

of 1 A' • 
,) 

Increase in GDP* depends .pit. the' degree of 

industrializati?n and development and economi~ ~rowth. 

However, dué iiO the fact that the country is in the ear1y 
.-" a " 

stages of industrializ.tion and ~evelopment, this item in 

equation 1 will have an increasing trend as we11, especially 
< " . 

when the long run implication of, increase. iri 'At' (as 

discussed above) ls taken,into account. The rate of increase 

in • r k ' may not be considerable \sinc~ the coun"try' needs 

most of its income t? spend domestic~ This is due to the 

impatient desire of these countries for development, 

particularly for the more populated'countries with relatively 

)ighe~ ab~orptive capacity.ll 'At' therefore, constitutesr 

the major factor for pushing GNPt upward • 

Among the factors thàt prevent GNP from growing in reàl 

terms are' the lïmitat,ions of relative a~s?rptive capacity. 

These factors could also include throwaway spending (TSt) 

sinee it is the victip of easily earned"money of oil. 
o 

Furthermore, importa of consumer goods ~nd services wo~ld not 

increase the capacity of the country to produce more. If TSt 

rises, it will necessarily lead iml?orts to .rlse since an' " 

in,crease in domesti~ military spending will requir~ , 

substantial increases in imports of military equipment'and 

..,. -"""""t----___ _ 
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services. In addition the development· process itself 

_requires several ~actor~ of production - capital and 

intermediate goods, manager~al and organizational expertise, . 
etc. - to put together in use of development. The supply of 

these fpctors are limited in LDC. The only alternative would 

be, th'refore, to impor·t these factors of prodution. 

B-es ides, 
b 

industry 

countr ie'g 

if 

- a 

are 

the priority is shifted from agricu~ture to 

t~end which is likely to occur sinee these 
1 

too impatient for development to wait for time-

cons~ming agricultural results, when they can spend their 
..,. 

easy and ready money from oil to impart in/no time - then the 

import of agricultural products are needed to satisfy the new 
'... 1 • 

and growing u~ban demand which ~s created by increases in 

'At' and urbanization. 'Nxt', therefore~ will constantly be 

under pressure to decline. The actual value of 'G'NP in a 

specifie period will depend on the country's overall economie 

performance in that time. 

4. ~be Allocation of OPEC's Surplus 
.' 

It is important to study the effeet of massive oil 

payments by oil importers to oil exporters. There are 

several factors which indicate that the conventional 

adjUstment'mre~nisms are irrelevant to the OPEC surpluses. 12 

The domestic economies of the surplus oil-exporting countries 

are such that they are isolated from changes in,oil 

l 

/ 

r • 
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revenues and from the resuiting shifts in the balance of 

'paymen ts, whereas t.he conven t ional theor ies of balance-of.-

payments adjustmeat are based on direct linkage' between 

shifts in the balance of payment and the domestic economy • 
• - The OPEC members receive their export revenue in foreign \ 

exchange ~nd they do not have to provide parallel, local 

currency payments to domestic residents: l3 Furthermore, the . , 

oil-importing countries as a group do not need to convert 

their currencies ~nto the currencies of oil-exporting 

countries to make the transfer because the payment currency 

for oil imports are actually the currencies of certain~ 
• 

importing countrieS. l4 

An increase in export receipts, therefore, puts no 

upward pressure on the exchange rate fot OPEC members. The 

OPEC surplus economies do not have to adjust to monetary 

expansion-and rapid increase in disposable incorne through 

in~lation and increases in imports. The governments of OPEC 

countries receive the surpluses and therefore, the internaI 

economic variables such as money eupply and domestic inèornes 

are not "autornatically" affect~d. If the internal variables 

were affect~d, then i t has been due- to the decision of the 

government of the oil-exporting country. In other words 

these governments do not remain passive and adjustments are 

du~ to changes in their policies •. Otherwise the passivity of 

OPEC governments would result in substantial changes in 

exchange rates and domestic money supplies. "The fact that 

fOi. ~_~I 
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.' 
some economic agents (the governments of the OPEC countr ies) . 
who receive virtually aIl of the oil revenue also determine 

what imports will be purchased and how the rèmaining surplus 

will be invested abroad', makes 'the norJTlal definition of al 

balance-of-pay~ents surplus arbitrary or meaningless ~or 

these countries."15 

The surplus of oil-éxp~rting countr ies are the def icits 

of oi1..- importing countries which lead to an over aIl paymeht 

disequilibrium. that is the direct result of the isolation of 

the intern~l econornie~ of OPEC members froci their 

international sectors. However, if the traditional forces 

resulting from the classical theory of transfers were to 

produce adjustment, a harsh adjustment mechanism would be 

,çreated: if OPEC countries set priees and received ail in 

their local curre~cies, a floating exchange rate 0 policy would 

result in a shalp appreciation for a number of OPEC 
\ 

currencies and parallel increases in the U.S. dollar priee of 

air. This appreciation of OPEC countries would be higher if 

OPEC d'ec ided not to mtke investments abroad. A f ixed 

exchange rate policy of OPEC, under similar circumstances 

would result in rapid i flation in OPEC countries which in , , 

turn would lead-to a rapid increase in imports. A parallel 
"li 

deflation in the oil-importing countries would have produced 

a severe recession. The classical adjustment process, 

therefore, is n6t always to be preferred over a continuing 

disequilibrium. 16 
, 0 

Particularly the fact' 'that the OPEC 

1;,'; ./'--. 1 
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~ , , 
surp1qs countries are ,willing tç cont~nue acçumulating 

. " '. 1 . 
financial platms on the· i~porting countr ies, rnakes the 

. , 
traditional adjustment processes ,unnecessary~ , ' : . ' 

The Keynes1an tra'nsfer approach,17 (the absorption 

approach) 'cannot· be usefully appl'ied to, the oil deficit 

prob1em ei the~. . According to thi s theory 1 to correct the . 
balance of payments disequilibrium, the OPEC's surplus'or the 

. , , 

oil,-Î'lJlPor'ters Î de.ficit ,should be decreased 'or eliminated 

whieh in tur'n requires either the. increase in absortpion 
, 

capacity of OP~C eountries or the decrease in that of oil 
, , 

irnporting countri.e,s. However, due to certain structural 
.' 

character,istlcs .9f rnost OPEC 'countries - smaii population, 
, ; 

shor~é\ges in infrastructure. -' the absorption capac~ty of 
\ 1 -' , , , 
~ " ...:.. . - , 

these coun~ries cannot be ~ncreased, even if they. can ,oSpen§.. 
'-..',? 

t ,?" 

aIl their foreign e~change earni~gs pn current imports in the 

stfort run,~,8 there would be a limit to how much a surpliLs 
~ \ ~ tp 

OPEC member ca"n afford to suffer i'nfl'ation just to achieve 

external equilibr ,iu11l. . The advanced o il' import~ng çountr ies, 
, . 

on the other hand, also have difficult~es in reducing their 
,< . 

" absorption capapi ty, sinee i t· leads ta econoniic recession and 
, , 

trade war among the~s~lves.l~ 

In this view, OPEC me~bers c]n t'erefar'e isolate t.heir 

economy from the ·exogenous. h~~or f, increase.s in.oil 

revenue/. ;They .,can contr~1 the' l of ~ectio"r- of oil 

'rnoney lnto their .econorni'e·s. The existing inflation and 
, ,1 

increase in imports ill their countr ies are in fact due to 

, , 

" 

• 

.. 
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.... 
their own desire to deve10p in a re1âtively short per iod pf 

'" t ime • This reëfction to increase the oil ,revenue ïs" 

therefore, voluntary and is due t-o the'ir s.etting of .. 
priorities to develop and irnport as~quiJkly as possible. 

"'~~t~ --;t 
Iran is a prime exaJple of this situation. The 

, ~-r.ll~,..-t')".:o' r: 

country's ambitious development plans 17d to a situation in 

which the adjustment rnechanism to the huge 'increases in oil 

revenue has 6een through inflation~ imports, and military 

spending. In the process of',..adjustment, agricultural 
" .... 

developmerit was ignored, massive migration towards urban 
. 

areas took place and the distribution of incorne d~teriorated. 

However, the positive effects'of oil re~enue on lran's 
""-. ,1 4 

, " 
e'cbnomy - the financi"ng of economic deve10pmenj plans and 

J ' 

# hence massive increases in governrnent expenditure - canpot be 

denied. _ 

,. 

.' , , . 

" .... 
Q 
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This is not applicable after the 1979 Iranian 
revolution, when the oil pr~ceion varied gteatly 
due to the, political factors.) 

This -actua1ly started in 1971. 
chapter' II., 'sectio,n 2. 

'- -

For d~tail.s, see 
" , 

3. M.A~ Katouzian, "Oi1 Versus ,Agriculture, A Case 
of Dual Resouree' Depletion in Iran", Journal of 

--. .,peasant Studies, 5 (April 197B), p.348. 

4. 

5. 

6. 

Walter J. Levy, "The Years that the Locust Hath ~ 
E~ten: ail policy and OPEC oeve1opment prospects", 

Foreign Affairs,,57 (Winter 1978/79), p.30.o. 

Zuhaj r Mi kdash i, The Intern~ti onal poli ti'ES of 
Rational Resources, (Ithaea and London: Cornell 
University Press, 1976), p.19. 

Hain Ben-Shahar, Oil' ' Priees anS Capital, 
(Lexington, Mass.: Le~on Books, D.C. Heath, 
1976), pp. 73-74. " 

,7. 'Ibid., p.74. 

.8. The rel e van t the 0 rie s 0 fin fla t ion will be 
'discussed in greater det,ail in chapter IV.. 

9. Katouzian, op.cit., p.357. " . ~ . . 
• 10; Ben-Shahar, op.cit., pp.81-82. The sarne notation 

has be~'n used for s'implic i ty. ' 
, , 

11. Absorptive Capacity: ,The arnount of investment 
t!hat can be under taken '\ii tb1"n-a plan per iod wi thotIt 
redueing the marginal contribution of the last 'block' 
of eapi tal be10w a certain 1eve1 (x). If (x) is equal 
to zero, the absorptive capacity woulQ th en be the 
'total amount of 'eapi tal t{lat could be invested dur ing 
the plan per iod and sti Il add something to future 
incorne. For more details, ,s.ee Benjamin Higgins, 
Econom i c Deveiorrnent, Prob1 ems, P r inc i pIes and 
POlieies, 2nd Edition, (New York: W.W .• Norton & 
Company Ine.,. 196B), pp. 579-582. 
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14.' Yoon S. Par k, Qi l Mone~ and the World Economy', 
(Boulder, Colorado: Westvl.ew Press, Inc., 1976)'r 
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15. Dunn, op.ci t. 'r p.7. 

16. Ibid., pp. a-lO. 

17. The K~ynesian theory of transfer has also been 
called the 'absorption apprqach', since i t views the' 
foreign trade balance as the difference between a 
country's total production of goods and services~ An 
im'pr~vement of the foreign trade balance, therefore, 
shoul~. be adopted through the reduction of absorption 
relative to producticw.. See: Lloyd 'A: Metzler "The 
Transfer Prob1em Reconsidered", Journal ôf Pol i tical. 
Economf' 50 (1942), p.398; Bo S.odersten, 
InterI}atlonal Economics (London, Macmi 11an and Co. 
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CBAP'lBR II 

101. of 011 Revenues in Ir.nls Developaent Plans 

1. Introduction 

\ 
During the decade prior to 19'13, Iràn' s GNP grew at a 

t 

compound annua1 rate of 9.4 percent (see table 1) ~ 

Following 

especia11y 

the 0 i 1-pr ice i nereases in the 1970' sand 

sinee 1973, Iran /S oi 1 revenue increased 

substantia1ly. Th i s 1ed to an accelerated economic 

expansion, with the real growth raté of GNP reaching 42 

percent in 1973 and 39 per,cent in 1974. The average 
( 

compound rate 'of growth of GNP reached 20.4 percent for 

the per iod 1973-19771' Oil revenues, therefore, penn! tted 

the country to avoid financial eonstraints and to achieve 

high rates of eeonornic growth. 
", 

In order to illustrate the role of oi1 in,. Iran's 
,II J \/ 

economYt this chapter is devoted to a brief history of di! 
G-

\ 

production in Iran, the trend of oil pr ice i ncrease~" 

their effect on the econorny, .9n foreign exchange receiJ?ts, 

on money supply and cre'di t expansion. 

2 •. Brief Bisto'ry of the Iranian Oil Industry 

A,,~ilab1e empirica1 evidence indicates thSlt the 
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TABLE (1) 

0951.\ 77) ln 
<-

Iran: Real ONP Constant 0974\ Priees -

. ) 

Yeu GNP % oChange 
(Billion Rials) 

.,t' 
" 

1954 264.5 
1955 271.9 " 2.8 
1956 36'6.3 34.7 
1957 403.3 10.0 
1958 534.6 32.6 
1959 562.4 5.2 , 
1960 590.3 5.0 
1961 616.0 4.3 
1962 ~ 652.5 . 6.0 

,1963 690.0 5.7 
1'10 , 1964 723.1 1..8 .. .--' 

1965 764.9 5.8 
> , 

5.8 ., 1966 809.3 

Cl 1967 861.3 6.4 ~ 

1968 965.2 12.0 
1969 1047.1 8.5 
1970 1173.1 12.0 
1.9H 1357.6 15.7 
1~972 

,. 
1594.7 17.5 

1973 2267.3 42.0 

~ 1974 \ 3149.6 39.0 
1975 3210.8 2.0 
1976 3722.0 16.0 
1977 3837.4 ' 3.1 

" Average 
Annual Rate ... 

1954-66 10.2 
1967-72 12.0 '1 
1973-77 20.4 

t '. 
r 
l 
: 

. , 

Sources: The Statistical Yearbook of Iran. 1977, p.662 1972, pp.680-682; 
/ \ Bank Markazi Iran: Economie ,Report and Balance Sheet. 1977, p.163. 
\ 1 
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'combined' impact of direct and ii-ldirect influences of the 
, 

l.dmian oil industry dur"ing the first fort y yea'rs of i ts 

operation (1.9l_0~1950), .was not gr,eat Êmou9h to help the 

economy in the direction of self-sustain~d growth. Under 

"genera'l concessions for the exploita.t~ion, of oil in Iran, 

exclusive rights of exploration, production and refining 

of oil was granted to foreign companies and individuals. 

For examp1e, in 1901, William Knox D'arcy, là British . 
subject, 'obtained explusive rights 9f the exploration, 

, 
production and refining of oil for a period~of ~ixty 

years. After 1908, a new compapy, the Anglo persian 
, -

(Anglo-Iranian) '\ Oil Company was est'ablished and took ove~. 

aIl' righ,ts and pr ivile~ges of the first explorat'ion 

company. These condi tions cont inued until, March, 1951:-, 
; 

when the Iranian parliament nationaiized the oil industry 

throughout the country. 

:t:ranian Oil Company (,NIOC) 

oi1 revenues and as~ets. 

In October' 1954, the National 

took legal owner ship of Iran' s , 

Af te r the 1954 oil agreement, Iran' s reve,nue per~ 1 
, . 

"" b~rrel of ~il quadrupled c'ompared with the pre-

nationalization period. Nevertheless, the 50-50 division 

.of profi t agreement wa~ considered unsatisfactory. The 

1957 oil laws gave __ ~:~e NIoe sole. res-ponsibility for the 
-- (--"-~ 

development of· -tb;'-nation! ~ oih resources throughout tqe 

country. Th~~e two new agreemen ts prov idea the ground 

work for a 75-25 percent division of the n-et prof(t in 

, d 

19 

.. ,1 

/. 

.,,-

------------ ._- - - ---- -,,- ------_,II1I:WÔ~~' 1 l' 

. , 



--

, 
, .. 

i, 

L 

, . 

, \ 

favour of' Iran. Immediately fo11owing this, several other 

agreements with similar profi·t-sharlng ratiGs were 
" 1 • 

concluded between Iran and foreign oil concerns, under' 

which Iran aiso received the sum of $185 million in 1964 

as a down-payment .. bonus n 1 • 
• A contractual arrangement 

with severa1 Frençh oil interests raised the shàre 'of . 
profits accruing to Iran to 90 percent of the total 

profit. According to the general arrangement concluded in 

Tehran in "February 1971,2 between the' major oil cornpanies 

and the s lX OPEC members in the Middle Eas t -(Abu Dhab i , 

Iran, Iraq, Kuwa.it, Qatar and Saudi Arabia), oil priees 
o • 

o 

were pushed upward. Iran benefitted handsomely from the 
" 

large lncrease~ in oil pr ices, through the collect ion of a 

vastly increased monopoly rent because of thè inelastici t,y 

of demand in oil consuming countries. In July 1973, Ir an 

took complete control over oil produ~tion from consortium 

oil comp.anies. 
• Q 

Iran now negotiates items of sale dutCtly 

wi th for,eign buyers rathe~ than indirectly wi th members of 

the consortium. A buyer-se1ler re1ationship in' the oil 

marketplace ,was thus put into effect as opposed ta the 

former concéss ionar y agreements wi th il1t'e r'na'tipnal' oi 1 

companies .alone. ~ 

The manne r in wh i ch the above noted histor ical 

developments r'elates to this thèsis is sununar i zed below: 

1. The ail revenues accruing to Iran had an 

20 
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increas ing trend dur ing the per iod in 
. . 

question due to the fol1owlng f actor·s : 

i 

ii 

expansion of oi1 industry which 

in turn was\ due to technologica1 

improvements in othat ~ield and 

inereasing foreign t:3emand for oil. 

inerease in lran's share of oil 

revenues due to changes in contr actua1 

agreements. 

iii inerease in the priee of oil, due to 

changes in contraetua1 agreements and/or 
o 

increase in international priee of oi1. 

These factors are treated as exogenous 

historiea1 facts'·in this thesis and are 

further discussed in the following section. 

2. Th,e i"ranian government can be considered as the 

sole',.channe·l link ing the oi1 revenues to the 

Irapian ,eeonomy. Analysis, of .government economic· 

polieiés is theref~r;.~,r/()f cruc i al impor tanc~ to 

this thesis. 

In short, oil revenues affect the Iranian economy 

both pos~tively and negatively. T~ey are unquestionably 

the driving force. in increasing national income through 

the government development plans as well as their 

. , 
.,J 
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contr ibl,1t,ion to, foreign exchangè earn,ing s l ~they are aiso 
, < 

capable of caus i ng high rates of inflat ion by mechanisms 

which will be stuàied in chapter IV. 

3. Trend of Increases of Oil Priees and GNP 

In the fir st full. year following nationaliza ~ion 

(1955), the total. crude oil expor ts amounted to more than 
1 

120 million ,barrels, br ing~n9 receipts of $90« 2 mil.lion 

(see table 2). The development, and .. expansion of the 
\ ( ~ 

market for oil pI!oduct s in 'the- nex~ decade r esul ted in 

increasing oil exports to such an extent that they 

increased ten-fold to 1,232 million barrels in 1969, 

creating over $920 mil.lion in revenue for the Iranian 

economy. During the l.954-69 period, cumulàtive gr06s 

crude production by the consortium companies amounted t~ 

8.4 billion barrels, which resulted in a total. value of 

oil-export of about $6.4 billion (see tabl~ 2). 

The maj~r boost in oil pr ices began afte r the OPEC . 
àgreement in T,ehran in February 1971. As a 'result of this" 

, 
agr~ment, the pr ice of heavy crude oil was expected to 

o 

rise by 49 cents per barrel during 1971, by an adçUtional 

'55 cents in 1972, 6S cents in 1973, 73 cents in 1974 anà
o 

83 pents in 1975, which' would have brought the per-barrel 

price to $4.5. However, ~he actua1 price increases were 

much higher after 1973 (see table 3). Late 1973 saw a 

22 
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TABLE (2) 

.- ' 

Iran: erude oil Production /and ai 1 Revenu~ 0955-77) 

Yeàr 
-Production , Receipt from oil Export 

, ~lillion Barrels· % Change Billion U.S. $ i: Change 

1955 ~.12 435.7 0.09, 335.7 
1956 0.20 64.7 0.15 67.3 
1957 0.26 32.9 0.21 41.0 

, 1958 o~o 14.8 0.24 16.2 
1959 0.34 12.8 0.26 6.1 
1960 O. 9 15.0 0.28 -8.6 
1961 0.44 12.6 0.29 2.2 
1962 0.49 11.0 '0: 34 17.6 
1963 0.54 

~ 

Il. 7 0.38 11.0 " " 
1964 0.63 '11+. 7 0.48 26:9 
'1965 0.70 Il. 6 0.51 6.6 
1966 '0.78 Il. 7 0.61 18.3 
1967 0.95 22.1 0.75 23.6 
1968 1.04 9.1 0.85 13.5 
1969 1. 23 18.9 0.92 8.1 
1970 1.4Q 13.4 1.11 20.2 
1971 1.65 18.6 1.85 66.9 
1972 1.84 10.7 2.40 29.4 
1973 2.14 16.7 4.40 83.6 
1974 2·fO 2.7 21.44 387.4 
1975 1.95 -1.1 .2 19.08 -11.0 
1976 2.18 12.6 22. 71 19.0 
1977 2.04 -7.2 23.61 4.0 

0 

Average~ 

1955-6t,:, 0.43·" 54.1 0.32 46.5 
1967-72 1.35 15.5 1.31 27.0 
1973-77 2.10 8.7 18.25 96.6 

/ 

23 

, 

Note: Rate o.f !txchange: 1955-72, par rate 75.75R/U.S.$; 1973, 68.88/U.S.$; 
1974, ~7.62/U.S.$; 1975, 67.63/u.S.$; 1976, 70.22/U.S.$; 1977, 70.60/U.S.$. 
See Ihte,rnationa1 F:i,pancial Statistics, V\rious Issues. 

Sources: Anindya K. Bhal1aehorya 'The My th of Petropower', 197'7, 'pp .84 .. 8,5; 
Orgar.iz'ation of the Petroleum Exporting Countries, 5tatistics Unit, 
Ann~l Statistical Bulletin, 1974, p. 146; 
For 1975-77: Bank Marka.zi Iran, Economie Bulletin and Balance Sheet, 
pp. lE2-183; 

, 

Quarterl)' Economie Revie",': Iran, No. '2 (1976), No. 3 (1977), No. :3 (1978) • 
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TABLE (3) 
, 

Iran: Priee of Crude Petroleum 

U.S. Dollar ~ Barrel 

( -'\ 
Year \ Priee '" 
p 

1961 1. 73 

1962 1. 73 

1963 1. 73 

1 
1964 1. 73 

1965 
1 

1. 73 

1966 1. 73 

1967 1. 73 

1968 1. 74 

1969 1. 74 h 

1970 1. 74 --. 

\ 1971 2.13 -) 

\ • 1972 2.41 

1973 3.22 

1974 Il.56 

1975 11.51 

1976 '- 12.22 

1977 12.49 

~' 

r 

Sources: International Financial Statistics Yearbook, 1979-1980, pp.230.231j 
, 

World Energy Statistics. Yearbook (United Nations). 1979. p.l20S. f 
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mark'ed change in OPEC's strategy with a resulting fourfold 

iner ease in the pr i ce of I ranian oil, from less than $3 

per barrel~n 1972 ta nearly $12 per barrel in 1974. By 

March 1974 J lran's ail incorne went up to .more than $21 

billion, an amount five times greater than that reached on 
, 

the average in previous years (see table 2). Iranian 

crude oil production reached a record of more than 6 
L 

rnill ion parrels peel'" day tn 1974, 5.6 million barrels of 

which was exported, twice the arnount registered the year 

before. The annual increases in oil revenues were 83.6 

percent and 387.4 percent fOh1973 and ~974, re,l3peetively. 

ln 1974, the lranian economy continued' i ts boom at a 

time when the rest of the world faeed the' pro,!:>îem of 

stagnation. Per capi ta GNP went up from $501" in 1972 ta 

$821., in current priees. In 1975, however, economic 

cond i tians ,changed r apidly for Iran. This was due to a 

reee s s,io:1 in t: he i nd ustr i al countr i es, accompan i ed by 

conservat-ion measures which resulted in a sharp decline. in 

wor Id demand for oil, inc1ud ing that of Iran. Oil exports 

had increased by only one percent i~ quantity, and oil 

production reg(stered a sharp drop of 11. 2 percent in 

1975. In 1975, oil revenue, in contrast, actually fell by 

.12 percent. Since thr final quarter of 1974, petro1~um 

p.roduction levels in Iran have been fal1ing and oil 

exports experienced steady declining volumes. This trend 

was arrested in March 1976. 4 In short, as a result of the 
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d,evel.oprnental and the contractual agreements of the 

Irani an oi l. industry, the i ncrease in outpu t from 329 

th,ousand barrels a day in 1955~ to 6.5 ;million barrel.s a 

day in late 1976 was accbmpan(ed by an increase in,oil 

revenue of more th an 230 tirnes, from about $90 million to 

more 'than $20 billion. 
t 

4 • DualjslIl ~nd Iran' s Develop.ent P1an's 

. , 
Iran,' although experiencing structural changes du~ing 

the perioq in question, can be considered as an examp1.e of 

'" a dual. èconomy f an eco.nomy char acter i zed by a modern' 

sector containi ng manufact ur ing indus tr ies ....... ...J incl ud ing .. 
direct foreign investment). and highl.y developed, cap i tal­

intensive extrâctive inqustries (oU and 'gas), together 

with a relatively underdeveloped, slowly gro~ing 

indigenous sector. Thé side~by-side existence of these 

-, two sectors gives ~ise ta. what i5 described as a dual 

econoiily. ' ~\ 
The 1 ranian econorny ,has ~ mixed nature with both , 

public and private sectors,,, each playing,separate and, .. 
significant roles. buring 1910-50, the urlbalanced growth 

of the oil sector had no widespread repercuss ions on the 
-

economy, either directl:v or indirect1y. This may. be , 

contr asted with the 'post-1954 exper ience. 

In February 1949, the parliament ,passed a Plan 

" 
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org8'nization Act establishing the plan, or9ani zation for 
, . 

the task of imp.lementip9 the fi rst 'seven year plan' (~pt. 

1948 - Sept. 1955). The RLS 62 billion 'total·expenditure 
1 

of the Fiist Plan was .to be'allocated among various , , 

27 " 
JI. 

\ 0...)' . / 

progratps, apparently for ,rran's reconstruction and 

development. Oil pl:=,yed the cri'tical role in the,~ 

prov·ision of Ahe Filst Plan's finanéing. Thus , : when the 

Il. nationalization of the oil industry (in Ma..rch 1951) 

, . . , 

• 
resulted in a drastic decline in oil operations and, 

incoming revenues, devel0pment operat.ions wère 'eut . , ' 
, , 

drast ically 'with the total ,expenses reàuced to RLS 21 
,1 

billion. S ' During t~e, period 1948-55, ,rran's ~il.revenues 

amounted to a mere $76 miliion or an' average o'f $10.8 

million per yea'r: 31.1 percent' of the 'sQu~ces 'of funds 

for the first seven-year plan was projected to be oil 

revenues (see table 4). 

The Second se'ven-year plan (Sept. 1955 - .Sept. 1962). 

called for a total outlay of RLS 70·'billion ($933 

million), to establish essèntial infrastructure for the 

eçonomic transformation that was ta come. l t incl ude~ 

cons t r u,ct i on a nd de velopmen t of dams and roads, 

intrdduction of ",ocational' 'and tecJ)nical education and 

mobili zation of human power., . A year lat,er in 1956, total 
~ 

author ized expendi tures were raised by 20 percent to RLS 
, ' . 

84 billion and oil revenues actually allocated to the plan 

organization. during this period were RLS 61 billion (see 
) 

table 4). The total revenue which ~ govermqent received ~ 

, . 
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Table (4) 
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'. 

lran: Share of Oit in Financins Development Plans 

~ve lopment Plan 

First Seven-Year Pl~n\ 
(I 948-1955) l ' " 

\ '/ 
1/ 

Second Plan (1955-196,2) 

Third Plan, (1962-1968) 

.1 ' 

, { 

Total oil Reven~e8 Allocated 
to Each Plan ,', o~ 

, , 

\\ 

7.8 

61.0 

153.3 

t 0 

.'" 
\ ' 

0' 

' , 

, 

, . 
. ;- . 

" 

" 

Perëentage Shàre' of on 
to Total P1'a~ ~tlay 

" 

' . 37.1' 

87.!. 

• 
() Fourt~ Plan (1968-1973) 

• 
385.0 ' " 

66.7 

-63~t~_ 

7~.8, . Fifth Plan (1973-1978) 8296.5' 
,.. 

/ 

-\ .. 
J / 

Source: Plan Organization, Report on Deve10pment Plans'. (:r~hran, Iran) 
YeaTS 1959-1964-1968, 1974. 
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from oil over th'is period was approximately $1. 7 bill ion 

C,RLS 121:) billion) • It is obvious that wi thout oil 
~ 

revenues " the Second Plan, too, could not have been 
, 

successful'ly 1aunched or proper1y financed. The 

imp1ementation of the Second Plan was on1y pertly 

successful. ... 

29 .. 
tt-

-, t 

• 
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• Despite aIl their achievements, the first two seven- \ 

year plans could st i Il hardly be called "plans" in the 
• 0 

technical sense of the word. They were more in the nature 

of projections of financial allocations for large 

government expenditures in an essentially market 

frame~ork. 

o 

The Third Five,;-year Plan (Sept. 1.962 - March 1968), 
.. 

was the first attempt at comprehensive planning. ,It 

initially'proposed a .. total expend1~ure' of RLS .190 billion. 
,;II 

,-Thi~ was eventually incr eased to RLS 230 billion ($ 3.1 

billion) • 
, 

Oil revenues consti tuted by far the most important , -

1 

" source of developrnent funds (66.7 percent). The RLS 153.3 

-, 

\ " 
billion of receipts for oil allocated to plan organization , , 

during the. Third Plan'period r~pre,se'nted more than two­

t'hirds cH the total incorne that had accrued to the 
,-

government from',oil duriqg the ~,ame per iod. 6 The Th ird 

plan channeled a substantial proportion of indirect 

earhings of the oil sector into development projects, and 

i t w,a saI sot h e f i r s tIr a nia n pla n t 0 s pee i f Y the 

. 
" 

" 

, 
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underlying development strategy, obj~ctives and target 

" growth rates., The Third plan specff ied how oil 'revenues 

co"uld eontribute to achieving these goals. Moreover, 
p ... ~. .. 

problems of fi seal control ahd organi zational eff iciency 

which becami increasing1y critical during the Second p~an 

led to the establishment of an Economie Bureau, later, the 
c J:J' 

, 
Division of Economie Affairs in 1958. A ·staff of 

. , 
co:mpetent Iranian econornist~ was recruited for the 

Division (aecornpanied by a tearn of foreign economie 

advisors until 1962). The Division w,as assigned formaI 

reso'n·sibi.lity for prepanring the Third plan to beg in when 

the S-e.eond plan ended in September 1962. The Thix;:d plan· \ 

was to take aecount of Iran 1 s entire resource str uctUre. 
,~ " 

Potic~es which could harness both public and private 

oc tivi ties ta. achieve nationai dev'eloprnent goals .. we're to 

be included: However, . detailed estimates were not made 
1 

'for aIl econornic activities. It sti,pulated \only that 

consideration' be gi~en te) creating conditions within which 
" . 

pt i vate "acti vit ies çould move more rapidly to promote 

economic and soeiJi developmen.t. 'The role of the plan 
\ 

Organization in direct execution of government programs 
.. 

was to be redueed' and .inctrea'sing responsibilities were~ 
" ... 

assigned to -no~mal government ageneies .. 

Iran' s economic dévelopment during the third plan was 

chara6te~iZed by a h~~h 'rate of gr~wt:h and relative priee 

.' 
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stability. The GNP at constant erices increased at an 
, 

annual compound rate of about 9 percent, while 'the GNP 

deflator increased by slightly over one percent pero" yéa.r. 

Thus, with the popu.lation growing at an annua1 rate of 
-

close to 2.8 percent, real per capita GNP increased on the 

avera~e by over 6 percen~ during the 6 years of the third 

~ plan. 

'The high growth rate auring the third plan was 

" 1ar:gely due to the increasing deve10prnent effort which was 

re f l"eeted in' the si zable iuner ease in total investment. 

Gros~ Domestic Fixed Capital Expenditures more than 

doubled risin9 fr,om 15.3 percent of GNP in 1962 to 22.3 

percent of GNP in 1967. A1most two-thirds of this 

increase was in public sector investments, which increased • 

from about one-thitd of the ,~otal investment in 1962 up to 

a1mO'st one-haIt in 1967. private ·investments increa~ 
~. 

sharp1y in 1964 (20' perc'ent) ref1ecrting a revivaL of 

pus i ness . act i v i ties af te r the recess ion which ended in 

1963. From 1964 to 1967, there .was a graduaI slow-down in 
• ri 

< 

the rate of increase of private sector investment (from 20 

percent in 1964 to 8.5 percent in 1967).' 
" 

Another facto~ that has contributed to.the hi9h 'rate 

of grdwth during the third plan wa"s the in~rernental -cap! tal/outpdt r~tio which averaged 2.6, which was low in ... 

\comparis~n to that of. other developin9 countries. This 
. 

low capi taI/output ratio was explained to 'sorne extent by 
." 

.. 
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the existence of under-utilized capacity at the beginning 

of the period and by the relative~y large increases in the 
~ 

value-added in p~troleum production which were not 
\ 

primarily due to increased investment. However, it 

reflected the increase in quick-yielping investments, 

particularly in the private lector. 

The Fourth Five-year plan (March 1968 - March 19~3) 

-
was the most comprehensive of aIl the development plans 

yet - formulat~d.) Up to the st~r t of the Four th Plan", in 

1968, sorne· $3 ·billion (RLS 210 billion) of oil royalties, 

vere allocateà to the plan. o~gani2ation for investment in 

various development projects unàer the first three plans. 
1 

An incre~sing share of oil incorne was expecteà to be used 

for future deve1opment: as the absorptive capacity of the 
t 

economy expanded. Total investment of RLS 810. billion 
, 

($10.8 billion), in addition to investment.on the part of 

the private sector, sought to increase the real GNP by 9.3 

percent per annum, from an initial $6.9 billion in 19677 • 

Petroleum production was expect~d to increase alrnost 80 

percent during the plan periode According to the Fourth 

Plan, Iran expected to receive RLS. 487 billion ($6.5 
,1 , 

-<'i , 

billion) frorn the oil sector, of which 80 percent was 

allocateè to the plan organization and the remaining 20 

percent was absorbed by the government for routine pub1~c 

èxpendi tures. 

'--'The Fourth Plan ernphasized industrial'ization; 

32 

, , 

\ 
\ 

• 

, " 

. 
" 
" 



, l 

t 
i 
f 

r 
1 
i 
i 

1 -

, 1 

f" \ .. ) 

• 

. 
developrnent of agriculture and raising farmers"~incorne so 

'" 
as to avoid the migration of' rural fami]jie~ to cities; 

raising public welfare and propagating social service's 

-'among differen~ social groups, especially low-incorne 

groups. The plants growth target for agriculture, 

however, was not fully realized, as the actual rate fell 

sho~t of the planned rate by 0.5 ~ercentage points to an 

~verage annual growth rate o~ 3.9 percent. The relattve 

share of agriculture in GNP also declined by 6.5 

percentage points; while the relative shares of services, 

national oil:-~nd industries and mines increased by 3.6" 

2.1 and 0.9 percentage points, respec~~ely. 
1 • 

Government revenues~from xhe o~l sector grew at an 

average annual" rate' of 27 percent, as compared with,18 

percent from aIl other sources. Oil revenues accounted 

for 63.1 percent of pl~n or~anization funds. Oil 

revenues, in dollar terms, increased more than four f o~d , 
, 1 

from $"751-.6 million ln 1967 - 1968 to more th an $2.3 

billion in .. 1972 - 1973 (see table 2) •. In spite of r ising 

oil revenues, the F?urth Five Year Plan was not a complete 

succeSSi exports pf goods and services increased 1.6 

percent 1ess than the annual average planned rate and 

imports, iry"the other hand, rose 3.2 ~ercent per year, 

more than the planned rate: a 

The Fifth Five ~ear Deve10pment Plan (March 1973 ~ 
~ 

Harcn 197~) erivisi~ned utilizing the rising oil income for 

, ' 
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de~e1opment p~rposes, even more.so than did the Fpurth 
J 

Five Year Plan. subsequdnt sharp increases in oil pri~es 

and government revenues during 1973 and 1974, ~adically 
o , 

altered the plan's financial projections and called for a' 

wholesale upward revision of the targets. Th~Fiftb Plan 
, 

cornrnitted itself to-an outlay of $123 billio~, nearly $70 

billipn of which (RLS 4,'69.9 billion) was allocated to 
-

fixed capital investment~ The Fifth Plan's total 

prQjected expendi ture in' the developmel\t sectc:~r, doubled 

the scope of the o~iginal version and overall was about . 
six and one-half time~ larger than the Fourth Plan. 

An economic boom for Iran in the first year of the 

implementation ~f the Fifth Plan (late 1973), ·increased 

"" . GNP by 42 percent compared with the target rate of growth 

of Il.4 percent. To fu1fil1 the objectives, oi1 
. f 

production was expected to increase from ~.1 mi1l irn 

barrels per day in 1972-73 to a possible maximum of 7.3 

million in 1977-78. Iran's per capita income would 

therefore increase to $2000 by 1978 (from $550 in 1972). 

Tpe contribution of the oil sector in GDP wa~ projected to 

J" increase at an average annuql ratL.of 51.5 percent dur ing 

the Fifth Plan. 

Oil and gas incorne was expected to reach 83 percent 

of tot,al revenues duril)g the Fifth Plan cOlllpare.d with 53' 

percent during the Fourth Plan, and the share of oill. 
4' l , 

revenue in total government plan expenditure was to be 

• 

\ 
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19.8 percent (see table 4). Oi1 export revenues rose by 

about 28.8 percent a year between 1955-1~17 (compound 

rate) and this rate was 126.3 percent during 1971-74 (see 

table 2) • 

In 1,974-75, oil acc0unted for 45 percent of GDP, 84.3 
., 

percent ot government revenues and 89.4 percent'of current 
~ 

, 

foreign.exchange receipts. However, in 1975-16, owing to 

a significant drop in production and exp~rts, these ratios 

declined'correspondingly.9 Oi1 receipts have been a 
1 

pain1ess source of savings, 'and as a dyhamic sector 

serving as.a crucial e1ement in the development effort, 

they have a1so been a welcome relief from extrerne foreign 

exchange prob~ems. 
, , 

The growth performanc~ of the Iranian economy has 

thus owed much to the behavior of the oil sector. In 

terms of lirikage, the influence of this sector on the rest 

of t~e econo~y was sma11 but' gr~wing rapiâly (as far as 

i ts forward linkage s ar e concer ned). In i ts ba ck~a~d 

linkage - i.e., the magni tude of the ciemand by the oi 1 

sector for domestic goods and services - its inf1u~nce was 

"still relatively small. This is partly the resu1t df the 

highly capi tal inte~s\ve, sophisticated nature of the oil 

industry, whose main c\pital equipment needs cannot be 

supplied from domestic sources. 10 

" In its for ward linkage, the situation has been better 

and i5 constantly improving. The flow of oil and oil 

\ 
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products to other sectors (domestic consurnption of oil and 

oil qer i va t:i ves) has gone up more t~an 11 tirnes s ince 

1950. In recent years, near1y 70 peroent of Iran' s 

dornestic energy requirements have been supplied by the oil 

indust;y. Oi1 and ~as together have provided about 90 
.., 

percent of the country's en&rgy needs. l1 erude petroleum 

ois refined at Abadan, Tehran, Kermanshah, Shiraz and 

Masjed-Soleiman with a total capacity of 825,00012 barrels 

a day, out of which, Abadan refinery (470,000 b/d) and the 

two Tehran refineries 
~ 

(210,000 b/d), aIl together, have a 

share of more than four-fifths of total domestic 

refinings. It is imp0li:tant to note that Iran's national 

oi1 policy has e!Dp,hasized, particular1y in recent years, 
.\... r 

production and e'xports of the oil bY"ifroducts such as 

refined products, p~trochemical and synthetic food a~fr~ 

fiber< 

As the oil revenues accruing to the ~overnment have 

provided the fiscal authorities with a convenient and 

readily accessible source of funds, other taxes (both 

direct and indirect) have been kept relatively low by the 
-

government, without substaJtially impai~ing public 
-

services. It has been possible ta rneet growth objectives 

without the necessity of siphoning away private 
f· 

conaumption and without undue ~ardshi~s to privale 

individuals. The oil sector has had a significant effect 

'on national saving and growth. Table 5 shows the ratios 
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of nominal savi,ng to GNP, and to nominal investment dur ing 

the period 1967-1976. The important effects of the oil 

sector on savings, investment and growth are ob8ious after 

1973. As seen in ~able 5, due to an increase in dome~tic 

value added by the oil sector (in 1973-75, par"ticular\y)" 

the ratio of gross national savings to GNP reached a 

record of 47.4 percent and ~he ratio of gross nat~onal 

savings to nominal investment rea~ed 181.5 in 1973 (these 

ratios 'continue te be high in succeeding years). This 

'indicates the effect of the increase in oi1 revenues after 

the oil boom, by which national savings and investment has 

been affected. 1 

1 

The allocation of resources in the Fifth Plan was 

envisaged to ensure balanced growth in different sectors 

and regions of the country. However, greater emphasis was 

p1aced on investment in-the key sectors such as 
." 

agriculture, basic industries (particu1arly ~etrochemica1) 

and sorne other areas deemed to be of infrastru,cture 
1 

nature. The expected amount of value added in'four 

aggregate sectors of the economy and their share in GDP at 

the end of the Fourth Plan (1972) and Fifth Plan (1977) 

are shown in tables 6 and 7. The expected amount of value 
1 

added in oi1 had' an annua1 growth rate of 51.5 percent 

(during 1972-77) whi1e the share of oi1 in GDP grew by 5.9 

percent during the same period (at fixed pr~ces of 1972). 

50 "far, an attempt was made to show the important 
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role which oil plays in the development plans. In the. 
j 

next chapter, other contributions of oil to Iran's economy \ 

will be cpnsidered. 
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TABLE (5) 

Iran: National Aeeounts ( 1967-76) in Constant 097't) Priees 

Year CNP , 

1967 517.4 

1968 584.3 

1969 656.8 
\! 1970 744.5" 

1971 902.8 

1972 1160.8 

1.97.3 1748.2 

1974 3060.6 

1975 3462.1 

1976 4574.4 

1977* 5110.1 

1967-72 761.1 

1973-77.3591.1 

Cross Gross Fixed 
National Capital 

Saving Formation 

Bill ion Rials 

151.7 

160.9 

173.3 

183.3 

307.1 

362.6 

829.1 

1354.9 

1193.4 

1482.5 

1660.5 

223.2 

1304.1 

1 

215.1 . 
238.7 

247.9 

261.9 

331.8 

411. 2 

456.8 

562.0 

880.9 

987.1 

nOS.7 

A\7erages 

284.3 

799.1 

GN5 
GNP 

Ratios 

29.3 

27.5 

26.4 

24.6 

34.0 

31'.2 

47.4. 

44.3 

34.5 

32.4 

32.4 

29.3 

36.3 

J 

GFCF GNS 
GNP GFëF 

in Perc~ntage 

41.6 

40.
1
9 

37.7 

35.2 

36.8 

35.4 

26.1 ' 

18:4 

24.4 

21.6 

21.7 

37.4 

22.3 

70.5 

67.4 

69.9 

70.0 

92.6 

88.2 . 

181.5 

24i .1 

135.5 

150.2 

149.7 

78.5 .-

163.2 

'" 

*Calculated from International Financial Statistics, Vol. XXXII, 1979, pp.230-231. 

Source: The 5tatistical Yearbook of Iran, 1977; p.670. 
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(~ ) , TABLE (6) 

Value Added ~f, Major Economie Seetors (at Fixed Priees of 1972) 

-. ,h 

" "" J 
Agsre~ated Sectors 1972 19,77 Annual Growth Rate (1) -V , 

, ' 

Agriculture 201."1' 282.1 7.0 

Oil if! 216.5 ~ 1,712.0 51.5 

Industries & Mines 247.4 566.0 Itt.O \. 

/-

'Services 445.8 953.9 16.4 ,.. 
, 

, 

1 
GDP, 

, 
1,110.8 3,514.0 25.9 

" (- } 

Source: Plan & Budget Organization, Fifth Deve10e!!!ent Plan, Tehran, 1975. , 
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TABLE (7) 
j/ 

~ " 

in GNP·.t 
. 

,Share- of Major Economie Seetors the " 

End of the Fourt and Fihh Plans 

/ (Fixed Prie s of 1972) " " 

" 

, ' 

"" " ,-
7" " 

'f 1912 1977 

...L • 

, 
Agq.culture, 18.1 8.0 

..... 
~. ..... 

Oil '19.5 48.7 -
. 

" t' 

Industries 1 Kines -'22.3 16.1 l' 

f ' 

l 
L 

Services • 1 40.1 " 27.2 J, 

. , 
T,otal '100.0 100.0 

" ':, 

. 
SoUrce: Plan ~ .Iu~get, ~~g.niz.tion. Fifth Development Plan. Tehran. 1973 • 
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~~ Jahangir Amuzegar and M: Ali Fekrat, Iran:. Economie 
Deve10pment Under Dualistic Condi tions, ,,(Ch icagp ·and' 
London: Uni versi ty of, Chicago Press, 1971),' p.32'. 

2. OPEC was formed on Sept. 1960, in ~esponse to general oil 
priee cuts by the major oil companies .. Its major 
objectives, therefbre~ were to prevent further erosion of 
theooil priees and to inerease the government~s' 'tqke during 
'the 1960's. However,. it wa,snot until early in 1970.whèn 

- OPEC aetually pushed the oil px:ices upward •. Iran 'played an 
important role towards this end. -In fact,' the Shah himse1f, 0 

wi th the approval: of the other 'gulf states, pers'onally led 
the negotiation which began in early 1971. ' 

. ~, 
3. Iran ail Journalt various issues. 

4. 

5. 

6. 

7. 

8. 

9. 

10. 

Il. 

12. 

Q 

a. ,j t 

. Anindya K. Bhaltacharya, The My th 'of Petropower" >, 
èLexing~on, Mass.: D.C. Heath, 1977), p.34. ' 

Atnuzegar and Fekrat,_ op.cit., p.40. 

Ibid., pp.4S~66. 

Ibid., p.51. 

Ibid. 

.~ 

o 

," 

iJ 

" . 
. ~ , 

J. Amuzegai, iran: An 'Economie Profile', (Washington,> -_ 
D.C.: The Middle East,Institute,,:t977), pp.62-63.' 

Ibid. , p.66. 

Ibid. 

Ibid. ) 
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CBAP'1'IR III 

... 

otber Contributions of Oil to Iran' B Icono.y 

1. Introduction 

Oil ,has br~ught unprecedented wealth to Iran. A number 

of features define the country' S oil-exporting economy. The 

non-oil sector i5 insignificant. Oil incorne represents a 

large and increasing share in the financing of development 
o 

plans. As was di5cussed 'in Chapter II, this share increased 
, ~ 

from 37.1 percent for the First Development Plan (1948-55); 

to 79.B percent during the Fifth Plan (1973-78). 

The oil incorne i s not ear ned as a form of payrnen t to 

factors of productioQ but as revenueso,o to the g~ent: they 
, 

are paid directly to the government of th'e oil-exporting 

country, in the mrm .of an external rent. The oil boom ·has 

generally taken plac'e independently from the internaI 
, 
evolution of the economy. The fact' that oil revenues accrue 

and grow exogenously tends to dissociate the experience of 

economic growth from· that of economic development. 

The State is economically independent from i ts citi zenS. 

However, the people expect to share the riches of the 

f, coullùry., The oyerall objectives of government would, 

therefore, be to maximize ,gains from oil exports and to 

safeguard the' country's consumer inte-rests. As discussed 

Il 
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earJ-Jer, ambitious economic development plans have i:>een 
. 

prepared. The state - the main intermediary between' êil 

sector and economy - 'receives revenues and directs it to the' 

economy through public expenditures. The ob1igation of the 

state to distribute the wealth of the nation creates a 

si tuation in wh ich the in ternal economic var iables such as 

money supply and consumer credit are expanded by choice, due 

to the government~" econ~mic pol 1cy. How~ver the degree of 

change would -have to be muc}1' more if the government of an 
'\ 

oil-exporting country remains passive. In the latter 'ca~e, , 

substantial c,nanges in, money supply, exchange rate, for 
" 

·example, are required to achieve adjustment. 

ou revenues afford èonsiderable means for imports of . 
both infrastructure and consumer products. The effect of ail 

\r'v~nues on l ra~' s balance of payment, government ~ 

expenditures, lDoney supply, credi t and imports are studied in' 

. th i s chapter. 
< , 

2. 
, 

" 1 

\ 'J 

For~'i~n exchange contribution of oil i8 an iaportant 

inaication in evaluati-ng the role of oil in Iran' 8 econo.y. 
, 

Oi1' s role 'as the principal earner of foreign exhcnage in 

Iran has been centra1 to the pace of ber econosic 

.. 
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d~ve1opment. The amount of foreign cur rency suppl ied by 

foreign "oil companies in terms of royaltles- and sales for 

local currency was between 52 percent and 79 percent of total 

'receipts on the lcombined cur rent and capi tal aCCOJnts dur ing 

the 1960'sl. The average annual share of oil re .. "enues in 

!:otal current receipts of foreign exchange increased from 

73.7 percent during 1965-72, to 83.8 percent durl:.g 1973-77 

(see table 8). In 'othe r words, if a significant change in 

export structure can be defined as a sharp improvement in the 

relative S'~are of non-tradttiona1 exports in total exports, 

then it can be said that not only Iran did nout have 

diversification in expo'l"t structur,..e, but the share of oil 

eal~ings in total export value was increasing, thus reducing 

the relative role of exports of non-tradi tional 90005: 89.3 

percent of the total export valu~ of Iran in 1968 was 

accounted for by the export of oil and its product, leaving 

10.7 percent of the total value of exports accounted for by 

other items.- These shares were 96.9 and 3.1 for oil and non­

oil exgorts in 1975 compared witb 97.3 and 2.7 in 1977, 

respecti vely 2. 

E~ports other than oil increased for a while by sorne .14 

percent annually, rising from RLS 8.6 billion in 1962 to over 

RLS 43.2 bill,ion in 1973, and decreasing to 40.7 billion in 

19753. The country' s non-oil exports were limi ted to a few , , 

primary products such as cotton, dried anà fresh fruits and 

carpets in 1962. These proàucts comprise more than half of 

----------------_. , 
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liants non-ail exports. 
J 

1 r an' sim pb r t s will b e dis eus s e d sep a rat e 1 yin 

subsequent sections, but it is important to note that the 

value of imports,'rose from about $547 million in 1962 to more 

th an $2,579 million in 1972, showing an a.nnua~ average growth 
J 

rate of 33.6 percent during this period, which was made 

possible by the expansion of o,il export receipts. 
t> 

Dur ing 1974-75, the value of imports amounte,d' to $6.6 , 

billion nearly twice,~he amount rècorded in the previous 

year. In 1975-76, impor ts rose to nearly $12 billion, again 

near1y double the amout for the prev,ious year. The 

authorities of Iran, having found industries to be 

co n tri but i 11 9 t.o the 0 ver a 11 9 r 0 w t h 0 f the cou n t r y , 

deliberately followed a policy of encoüraging industry by 

allowing more imports to Iran. 

The balance of payments exper ienced several changes of 

direct ion: there were net negative balances in 1959-61, 

1965-70 and 1975 and positive balances in 1962-64, 1971-74 

,and 1976-78 -(see tabie--s):-~ -The change from a negative to a 

positive balance in period 1971-72 was attributab1e to a 

doubling in the value of ail exports. The negative balance 

of 1965-70 reflected the increasing ex~enà itures on imports 

on the one hand and large payments for services on the other 

(the earnings of the forelgn oil companies). As can be seen 

in table, a, for the period 1965-71, the current account shows 

a nega ti ve balançe, wh ich forc~d the government ta borrow 



. ( 

Balance of Paj!ents 
($\mn) 

Current Account 

Receipts 

Oil Sector 
Gas Exports 
Goods 
Services 

TOTAL 

P a}'1llents 

, 

Private Sector Imports 
Public Sector Import6 

TOTAL 

'Bala,nce on current 
account 

Cari tal Account 

Utilization of Long 
Term Foreign Loans 
& Credits 

lnflow of Foreign 
Private Loans & 
Capital 

Repayment of Foreign 
Long Term Loans 
& Credits 
Invest~ent Abroad 
Statistical Errors 

& . Unregis tered 
Transactions 

Basic Balance 

Incidental Receipts 
& Payments 

O'ferall Balance 

TABLE (8) 

Iran: ~al~lnce of Payment 0965-17) 

1965/66 

6,.07.5 
p~a) 
132.0 

"' 77.8 

817.3 

-141.26c 
-791.1 b 

-932.3 

-a5.0 

80.3 

4.8 

-61.6 
-4.Sd 

2.6 

-93.7 

41.0 

-52.7 

1966/67 

.715.5 
<a) 

143.8 
81.2 

940.8 

1967/68 

855.5 
(a) 

203.5 
116.5 

1,175.5 
} 

137.5c -181.4c 
-951.7b -1,197.Sb 

-1,089.2 -1,379.2 

-148.4 -20'3.7 

146.6 248.3 , 

20.6 17.6 

-41.0 -55.3 
-6.5d --S.Id 

-4.5 -2.5 

-33J -0.7 

8.8 0.0 

-24.4 -0.7 

47 

1968/69 

958.5 
(a) 

20B.1 '\ 
158.5 

1,325.1 

275. Oc 
-1,526.8b 

-1,802.8 

-477.7 

474.6 

22.1 

-102.9 
-lO.Bd 

-4.2 

-99.7 

-99.7 

1969170 

1,099.0 
'a) 

231.3 
188.4 

1,518.7 

-322.2c 

1 t 748:5b 

-2,070.2 

536.8, 

33.0 

-155.3 
-17.2d 

0.0 

-154.7 

83.8 

-70.9 

continued ••• 

,,. 
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Iran: Balance of Pal!ent 
(cont 1 d) 

(1965-77 ) 

{ , 

Balanl:e of payments 1970/71 1971/72 1972/73 1973/74 1974/75 

($ mn) " 
J' 

Cu~ient Account 
~ 

'" 

~eceipts 

oi! Sector 
1,268.4 ,2,536. 5,130. 5,062. 18,671. 

Gas Exports 
61. 100. 87. 131. 

Gooda 
'258.Sa 403. 470. 548. 563. 

Services 
162.9 337. 500. 664 . 11780. 

TOTAL 
. -. 1,690.1 3,337. 6,200. 6,366. 21,145. 

Payments 

private Sector Imports -384.9 c 1,775. 3,220. 3,151. 6,334. 

Public Sector Imports -1,980.2b l , 727. 2,464. 2,745. 6,586. 

TOTAL 
-2,365.1 3 2 502. 51684. 5 1 896. 12,920. ( , 

Balance on current' 
account 

-675.0 -165. 516. 466. 8,215. , 

$ 
/ 

Capital Account ,-

utilization of Long 
Tem Foreign Loans 
& Credits 

624.1 978. 1,065. 1,304. 257. 

Inflow of Foreign 
Private Loans 6. 
Capital 

50.2 74. 100. 150. 222 • 

Repayment of Foreign 
Long Term Loans 
& Credits 

-248.6 -455. -530. -541. -1,313. 

'Investment Abroad 
-12.3d -5. -1. -2,388. 

Statistical Errors 
& Unregistered 
Transactions 

0.0 4. 9. -73. - - -
Basic Balance 

.. 261.6 431. 'l,151. 1 ,387. 4,920. 

Incidental Receipts 
& payments 

~ 
21.8 ~ -236. -236. 

Overs 11 Balance, . -239.8 493. 915. 1,151- 4,920 • 

continued •.•• 

-------------~ 
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TABLE (8) 

Iran": Balance of parrent (1965-77) 
(cont 1 d 

Balance of Payments 
($ mn) 

Current Aceount 

Receipts 

Oïl Seetor 
eJ Gas Expot' ts 
Go?d~ 
SerVlces 

TOTAL 
" 

Payments 

Private Sector Imports. 
P~blic Sector Imports 

TOTAL 

Balance on current 
account 

Capital Account 

Utilization of Long 
Term Foreign Loa]ls 
& Credits ' 

Inflow of Foreign 
Private Loans fa 
Capital 

Repayment of Foreign 
Long Term Loans 
& Credits 

Investllient Abroad 

Statistical Errors 
& Unregis tered 
Transae t ions 

Basic Balance 

Incidentsl Receipts 
& Payments 

Overall BaIante 

1975/76 1976/77 

19,053. 20,652. 
202. /,183. 
448. 472. 

2 ,268. 3,092. 

21,971. . 24,404. 

p 

8,934. 10,262. 
9,670. 9,408. 

18 ,604. 19,670. 

2,146. 4,734. 

300. 560. 

661- 617. 

-729. -71l. 

-2,941- -},790. 

-428. -84. 

-99l. .3,32{>. 

-930. -478. 

-1 z 921- 2 z 848. 

Notes: a) IncIuded in oil sector for 1965-70 
b) Inc luding private sector imports 

1977/78 

20,714. 
19!. 
S14. 

4,16l. 

25,590. 

11 J 735. 
11,695. 

23,430. 

1,794. 

1,755. 

759. 

-680. 

-l, lOB. 

-505. 

2,015. 

2,015. 

c) This columr. includes Gold and Services from 1965-70 

49 

\ 

d) Including repaiment of private losns and capital (ineluding interest) 

Sources: Quarterly Economie Review, 0966-70, 1971-72, 1974, 1977-78, 1979-80) 
Annual Supplements. 

! ---__ II1II_ ...... -. 
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abroad. Wit~ substantially greater revenues ,from oil 

beginning in 1971-72, the balance on current account showed 
1 

surplus in 1972-73, the first srnce 1962-63. 4 Con tïnuous 

increases in ai 1 revenue cr~ated a 'situat,ion in which 

govex: nment bqrrowing was red u~ed sharply and at the sarne 

time, repa,Yrnent's on fore ign lo~ns increased subs tantia:py. 
- " . 

Investment abroad increased dr'astlcally, ,from one 

million dollars in 1973 ta $2.4 billion in 1974 and $2.94 

billion in 1975 (see table 8). Even the enormous out flow of 

capi tal did not erode the surplus of the overal! balance of 
....-~. .' 

payment which was $4.9 billion in 1974-75. In 1975, however, 

oil revenue decreased by Il percent (see table 2), wlîile 

total imports increased by 44 percent, as a result of which 

the balance of payments showed à defici t of 1.9 billion in 

1975 as compared to 'a surplus of $4.9 billion the previous 

year. 

Tb summariz~ during 1968-73, the annua1 average rate ot" 
1 

increa~ of total exports was 28.7 percent, that of total 

imports ~as 5~.8 percent, and that of exports other than ail 

was 48.9 percent. These rates for the period 1973-75 were 

98.7 and 77.9 for total exports and total imports 

respectivelYi non-ail exports during this per iod had an 

annual average rate of decrease of ,2.3 percent 5 (see table 

9) • 

If we consider (the trade balance alone, we find that 

Iran's exports (fob) have exceeded her importe (cif), 

._--_.~. ----............ 

.. 
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TABLE (9) 

Iran: Rates of Increases of Total Exports, Non-Oil Exports, Total Imports 

Year Total Exports 

68-69 9.5 

69-70 9.6 

70-71 9;5 

71-72 23.8 

72-73 91.0 

73-74 1B9 1 6 
,; 

)7.8 74-75 

75-76 - 6.3 

76-77 20.8 

0968-77) 

Non-On Expor~s 

Rates of Increase (ï.) 

12,9 

13.5 

24.1 

30.7 

150.5 

- 8.4* 

3.8 

-13.5* 

7.4 

Total Imports 

11.1 

8.7 

22.9 

24.7 

129.6 

77 .0 

78.7 

90.5 

29.3 

*The negative signs indicate the reduction of this item by 2.3 percent 
during the period 1973-76. 

Source: Organization of Petro leum Exporting Countries, Sta t istical Unit. 
Annual Statisti'cal Bulletin, 1974, p.4. 
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\ 
,generally by a considerable margin in every year s ince 1974 

due to the country' s oil exports6 • 
~ 

This is another way of 

saying that thus far, ail has been alI-important, all­

pervasive and overwhelmingly critica'l in determining the 

country' s pattern of international trade. lran's reliance on 

the export of this primary product accompanied by growing 

imports, caused the fluctuation in net revenues and the 

unst3ble balance of payments situation. 

In order to finance the development plans and gover~ment 

expenditures, to industrialize ~he country and ta improve the 

balance of payments which was deteriorating by an increasing 

reliance on imports, the government tried to accelerate 
. 

exports, mostly primary products, sa as ta at least provide 

the required amount of foreign exchange for imports. Oil, 

therefore, has a vit'al role in the lranian economy; the 

economy is largely dependent on it and fluctuations in its 

revenue have created substantial fluctuations in the 
" ~ 

country' s overall balance of paymen'ts. Oil revenues' 

influence on the government expendi tures, money supply and 

credit will be discussed in the followin~ section. 

3. Oil Revenues, Governaent Bxpenditures, Money Supply 

and Credit 

As discussed earlier, the oi1 revenues accrued directly 

to the government. They did not affect the domestic money 
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\ 
supply until the government decided to in je ct the oil 'money 

into the economy through its expenditures. 

prior to the oil,. boom in Iran, government expendi ture 

was partly financed for sorne years by budget deficits. In 

1954-56, for example, the budget deficit which was financed 

by aid from the United States, was 35 percent of the total 
,1 

5' 

budget: then with rapidly expanding oil revenues, the deficit 

was cut substantially by 1958, and almost-.completely 

eliminated in 19607• From 1961, however, the overall def icit' 

again began to increase. It' reached Rials 58 billion 1972: 

16 percent of total government expendi ture in that y~ar ($tee 

table 10) • 

The sharp rise in oil revenues in 1973 permitted both a 

great expansion in budgetary expenditures in Iran and a sharp 

decr ease in the budget def icit by 78 percent. A surplus of 

Rials 250 billion followed in 1974. But, in' 1975, this 

surplus decreased ta Rials 12.7 billion and in the next two 

y~ars became deficits of Rials 48.1 bil,l.ion and Rials 388.5 

b1lion in 1976 and 1977 respective1y (see table 10). The 

increases in values of imports manifested i tself by sharp 

decreases in government surplus financing in 1975 and growing 

deficit financing in 1976 and 1977. ,Deterioration in both 

the balance and the terms of trade, theref.ore, led to def icit 
'Y 

financing. 

The rapid liquidity injection assoc.i:ated with the 

increase in oil revenues and the tremendous expansion of 

ri' 

. 
" .~ 
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TABLE (10) 

IU!l: Acttl~~l Tr(las\~.!1. R('cpipts and Expen~_~tur(', Gene_r.!!.!...8udget 
(1968-1978) 

(Billion Rials»' 

,......., 

"J 

Yea! Beg inn ing Ma rch 21 __________ - ____________________ _ 

1968/69 19f1Q/70 lJ2QL?J. 1971/72 1972/73 1971/74 ------- - -- ~._- ---- 0 ----
17.5 2\.l 26.5 30.0 ~41.9 56.5 

35.1 38.6 44.8 52.7 60.7 79.3 . ' 
22.3 22 .. 1 26.3 45.2 178.2 311. 2 

3.4 4.5 4.1~ 4.8 '21. 3 17.8 

7.8.3 86.3 101. 7 132.7 301.1 4&4.8 

92.7 107.4 126.2 165.7 359.1 418.0 

-14.4 -2l.1 -24.5 -31.0 -SB.O -1J.2 

continued .•.•.. 
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TABLE (10) 

cont 'd 

• 0 1 Iran: Actual Treasury R~celpts and F.xpendltures, General Budget 

" (I968-78) 

(Bi Il ion Rials) 

Year 6eginoing March 21 

Ec::onOllic Review: Iran 

6 
0973, 1977-78," 1980) annual supplefllent • 
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credit to the private sector after 1973', was accompanied by 

r apid expans ion of government expendHure. A major portion 

of oil revenues was translated into gover,nment consumption 

and government invéstment expendi1=ures: these'two items 

exhibi ted a high growth rate particu1arly after 1973. 

As shown in table 11; the rate of 9 rowth of government 

consumption expend i ture has been on the r ise, from Rials 30.5 

bi Ilion in 1959, to Rials 252.6 bill ion in 1972 and then to • 
, 

Rials 1073.8 billion in 1977, having an annua1 average growth 

rate of 34',8 percent dûrlng the period 1973-77, compared with 
o , 

22.6 percènt and, 7.2 peroent during periods 1963-77 ,and 1959-

63 respective1y. Government 'consumption ex'penditures 
, 0 

, , 
increased more than t\iice a'S fast as pr ivate consumption 

, during 1963-72~ which in turn increased at three to six ti'mes .-
the average annual growth rate of the population. 

During 1959-63, government investment expenditures 

Q decreased by 0.5 percent on average, per ye~r, then cl imbed 
. 

to 24.2 percen.t during 1963-72 (average annual, growth rate), 

and jumped to 51 perc,ent during 1973-}7. 
, , . 

, 'l:he ~bove figures suggest t~o important patterns of 

o governme'nt expend.itures. First, government consumption 

expendi tures and government investment 'expenditures had their 

highest rates dur ing" 1973-77. Second, for the first time, 

the growth rates in government expenditures were higher than 

those in pI i vate sector,' which was the effect, ,of increase in 

goveInment' s revenues from oi1. This trend 'starteq during 

- , 
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1-963-72 and maintained itself, even during the high rate of, 
o 

the 1973-77 period (see
l 
table Il). 

J ~-:( '. 
The share of goJernment e-xpenditures'-were .high and 

. ' 
incr~-as ing as' long as oi1 exports were boorning. ," When a 

o '. 

~ decUri'~ i:,h oj,;~ . .r:.evenue took place in 1975, the, government 
\\ \. ., \ ! 

tr i~d \ltc;--~~~h'tain these expenditures at the leve1 prior 'to 

the ~1Jctuation by defici t financing. As mentioned before 1 

mon-ey supp1y and credit in Iran is c10sely related to the 

government expend i ture, which i5 1arge1y affec ted by oil 
~ J 

.' revenues. Table 12 shows the total credi t and money supp1y 

expansion during 1963-77. Oil revenues inçreased by 83.6 

percent in 1973, compared to 29.4 percent in the previous , 

year, and reached a record of 387.4 percent in 1974. The 
, 

money supp1y increased by 61.4 percent in 1974, compared with 

27.7 percent for 1973, and cont~nued tQ increase 4at a rate of 
o 

32 percent per ye&r for the next three yea\rs. The rate of 

expansion of total credit during the period 1973-77 was 35.5 

v percent per year, and the annual average rate of increase of 

credit to the priva te sector was 52.8 percent for each year 

\during the same per iode 

Considering these figures in table 12, a causa,l 

re1ationship can be recognized: the tremendous i nctease in 

oi1 revenues resulted in the expansion of credit and money 

supply, and t~is increased demand for basic goods and for 

f aotor s of production, which in, turn led to an increase in 
" - - 1 

general cost of production and hence caused increase,s ~n .. 
\ 

1 
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Irat;ll The Composition of INatioJlal Expenditure, 1959-77 

Billions of Rials (current priees) 

i Year Privat:e Government Private Government t? Consumpt ion Consumption lnvestment Investment 

1 

Expenditure Expenditure Expenèf i ture Ixpenditure 

1959 209.4 30.5 31.9 20.8 
; 

1 1~ .,262.1 40.3 31.1 20.4 
! L 

1972 686.6 252.6 144.0 143.4 

, , fl 1973 879.7 325.4 160.4 202.9 . , 

1 '- 1977 2160~8 1073.8 716.8 1055.1 , 
i 
1 .-
1 ( 1 l Averag.e Annud Growtb Rates , 

1 1959-63 5.8 7.2 - 0.6 / - 0.5 

1963-72 11.3 22.6 18.6 24.2 

1973-77 1'1'(,25 .. 2 34.8 48.3 51.0 , • 

Source: C0f!utecl fro. clata in Bank Markazi Iran .. Annual I.eport, Variou.; 
1. ... •• citecl in Robert E. Looney, Ec01lOIÛ.c Oriaina of the Iraaian 
llevolation, (lev York: Pe rla80ll , 1982), pp.64,66. 
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\ _ ... '~" TABLE (12) 
\ 
\ Iran: Cl"e<!,it. Money Supply and T~~~ver'l1IlI!.~~~-:'~'!~ 

, 
\ (1963-77 ) .. \ Constant 1974 Prices 

~ 
'Co 

Vear Change ~n Balanee Credit Money To.tal 
~ 

'total Oi 1 of r Supply Governlllf"nt 

.-!!~~~-- -"-~~1!~_ 
, Expenj:H ture " 

( -_ ... -
percent mill ion dollars private Public Total --- Change Billion Change in Bi 1 Hon 

Billion Rials in Rials Total Riah ---
Total percent 
percent 

1963 11.0 12.9 33.2 106.,1 49.0 

1964 26.9 88.1 39.6 127.7 20.4 53.9 10·0 280.5 
1 

1965 6.6 -S2.7 102.2 45.7 147.9 15.8 60.4 12.1 296.5 

1966 18.3 -24.4 121.2 51.7 172.9 16.9 66.9 10.8 315.9 

1967 23.6 -G.7 142.3 71.3 213.6 23.5 77 .1 15.2 lS1.2 

1968 13.5 -99.7 167.2 88.1 255.3 19.5 87.9 14.0 397.7 
1969 8.1 -70.9 198.6 115.3 --- 315.9 22.9 90.4 2.8 435.5 

1910 20.2 -239.8 230.2 147.0 317 .2 20.0 97.4 7.7 477 .9 

1971 66.9 493.0 277 .6 176.3 453.9 20.3 117.0 20.0 608.9 

1972 29.4 "'--"', 915.0 362.4 221.3 583.7 28.6 158.7 35.6 775.4 

1973 83.6 " 1151.0 489.1 298.4 787.5 34.9 202.7 27.7 884.7 1 "". 
1974 387.4 4920.0 698.3 413.0 1111.3 41.1 327.2 61.4 1190.3 

1975 -ll.O -1921.0 1092.5 624.8 1717.3 35.3 446.5 36.5 1603.4 
1976. 19.0 mll.O 1'>15.5 960.0 

q 

2475.5 44.2 611.2 36.9 1766.8 

1977 4.0 2015.0 1780.1 un.l 3002.2 21.3 752.0 22.8 2191.7 ~ 

----------------------------------------.--------------------------------------------------------------------
Sources: The Stati.tical Yearbook of Iran, (1977). pp.491,489,662; The 5tatisticaL Yearbook of Iran. (1972). 

... - ----- . ------...-- ---
pp.498,49J,653,673; ~rter~conomic Revie~, Annual Supplements, VaTious issues. 
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inflation rates for both wholesale and consumer price 

indexes. 

A glance at these figures, therefore, suggests a close 

correlation between oil revenue lncreases and an increase in 

infla~ionary rates, with credit and money supply acting ,as 

\ transitory vâriables, translating the former variable into 
Cl 

the latter one. The year 1974, for example, was registered 

as having the pea~ relatlve increases of these variables: 

387.4 percent for oil revenues, 41.1 percent for credit o _ 

expansiof\, 61.4' percent for increase in money supply and 17 

percent and 15.5 percent for lncreases in wholesale and 

consumer priee indexes, respectively. 

As the resul t of increases in total' expendi tures at the 

national level, per capita incorne increases. Growth of per 

capita incorne allows for increases in per caplta consumption 

a~d family expenditure, which can be considered important 

factors changing the composit1on of demand, and thu" putting 

pressure on the structure of production. 

Per capita GNP (in constant priees) increased more than 

three times from Rials 22,277 in 1969 to Rials 67 1982 in 1974 

and then r~ached Rials 107,350 in 19778. 

The consurnption pattern of the Iranian people will b~ 

dealt with separately in chapter V. However, it lS importa)rlt 

to indicate that according to the official governrnent 

statistics 9 , the monthly average consumption of an urban 

family more than doubled, from a level of Riais 7570.4 in 
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1969 to Rials 19,sS~7.1 in 1914 (in eurrent priees) The 

inereases in oil-induced government expenditur~s raised the 

standard of living of the Iranian people: based on more 

reli able da ta, per eapi ta ur ban consumpt~on (in constant 

priees) increased by an annual average growth rate of 3.1 

percent during 1913-71, eompared with 2.1 perc~nt during 

1959-6310 • 

Inflation in Iran will be discussed in the next ehapter. 

However, i t is r inheren"t r isk 
-", 

important to point out here that there is an 
,1"-

of inflatlon in developing countries whi~h 

export primary products. As export is booming and national 

incorne rises, government e~pendltures increases, which in 

turn leads to Inerease in money supply and credit. ThlS puts 

pressure on the dernand side of the eeonomy. The supply side 

- defined as the total available goods anô services - has to 

rise proportionally in arder to eliminate inflatlonary 

pressures. Due to oil revenues, Iran could afford 

substantial inereases in imports whieh in turn inereased the 

1evel of available goods and services and hence helped to 

e1iminate, to sorne extent, the inflationary pressures. 

Whether or not the inflationary pressures results in an 
J 

inerease in priees depends primarily upon the ability of the 

eeonQmy to produee output fast enough to respond to demande 

Empirlcal evidence shows that the supply structure in 

I~~n was not suff1c1ently flexible to adapt itself reaàily to 

inereases and changes in the composition of demande ln the 
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next section, Icants impocts will be considered. 

,4. 7be affect of InCleases in Oïl Revenues on I.porta 

The basic supply-demand identity i8: 

d 
. 1 

pro uctlon + imports = domestic use + exports 

(1) (2) (3) (4 ) 

The demand side (3 and 4) is increasing in IIan, due to the 

fact that higheI oil incorne is being ~hanne1ed into dornestic 

expendlture. The supply side,' therefole, has to increase to 

main\ain a certain balance. However, agricultural products 

(included in 1) had a vec'y slow rate of growth through the 

whole period 1954-77 (will be dlscussed later). The only 
1 

alternative for the increase of output of baS1C goods 

(foodstuffs) would be an increase in imports (2). For rnany' 

LOC's the capabillty to import 15 hampered by in5ufflcient 
,) 

foreign currency. Therefore, the foreign trade bottienecksil 

often reinforce the agricultural bottienecks. The overail 

effect would be that the growth of supply side (1) and (2) 

will fall behlnd that of dernand slde (3) and (4), resulting 

i~, upward pressures on prices~ 

Iran' s demand for imports was both price inelastlc and 

incorne elastlc, i.e., increase in prices of foreign goods and 

services would not decrease the dernand for imports, whereas 
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higher oil income leads to higher imports. Due to its huge 

amount of oil, Iran did not have to face any constraint of 

foreign currenCYi economic growth was not limited by foreign 

exchange availability. On the contrary, foreign currency 

could palliate .. any insufficiency of agricultural foodstuffs, 

fil1ing, therefor~, the gap between consumption and domestic . 
production; in the mid-1970' s, consumer demand for food was 

estirnated to have had a 9-12 percent annua1 rate of growth12 . 

Meat consumption, for exaJllple had an annual growth rat~-e of 

more than 13 percent, with red Meat imports in 1975-76 up 7S 

percent over the previous year13 • 

The increased demand for food - due to increases in real 

incornes - coupled with the government's desire to combine 

re1ative1y stable and low priees with accelerating structural 

c~nges, ~s weIl as high1y import-intensive 'dernands for 

industrialization and modernization. This, in turn, led to 

increased government spending on imports. Stabi1ization, 

therefore, is not the only reason behind massive imports in 

OPEC countries. Even the richest OPEC member has an 

underdeve10ped economy. Each is eager to build its economy 

in a way that important sectors of the, economy can continue 

to grow' when oi1 inevitab1y runs out. Economie development, 

however, needs resources and manpower to do the work. 

Technology and management are needed to build and organize 

production. Every OPEC member lac~s one or more of these 

necessary factors. In every level of economic development, 
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special combinations of thes~ factor are required; "Economie 

development lS a jigsaw puzzle, with aIl the pieces fitting 

together just so. The ec~ornies of OPEC members have many 

pieces missing and those they have do not match. tmports 

play a vital rolé in economic development. They supp1y the 

missing pieces of the puzzle of developrnent n14 • 

Tables 13 and 14 show the upward trend of total imports 

and exports, as weIl as the share of imported and exported 

agricultural products in total volume. The value of total 

i~orts in Rials increased 64 percent per annum during the 

period 1973-77, comparing with 32 percent peI annum during 

1960-73. 'l'he share of imports, to gross domestic product 

(current prices) increased from 29.2 percent in 1970 to 36.5 

percent in 1977. 15 

The disappointing response of agricultural production, 

especially in the livestock, subse'ctors, combined wi th a sharp 

cise in food demand f induced further 'importation of food and 

other agr icultura1 products. The total value of imports of 

agricultural products had an annual average rate of increase 

of 80 percent during 1973-77, having an average share of 15 

percent of total value of the country's imports. 

For 1973-77, agricultural imports increased almost four 

times, while agricultura1 exports showed a decline during the 

same period (see tables 13 and 14). Iran was slowly and 

inexorably becoming a major importer of agricultural 

products, a trend that would be extremely difficult to 



TABLE (13) 
.-

1 ran : __ Compas it ion of I.mports 

(1968-77) 

(million $) 

Commodity Iq68 1969 1970 Iq71 1 q 72 1973 1974 1975 1976 ' 1977 
------ --~------ --- - ----

primnry mat~rlals & 
int<,rmcdi,ltl' gonds 856.5 987.3 .!JJ1_f)_~~ 1-,}%.3 --- l~9~_. 2,27/ •. ~!266. 6,212. 6,713. !..,6S 1._ 

A) Industry & mini"~ (641.8) (737.4) (84S.0) (1,110.9) (1,266.) O.Q12.) (3,324. ) (4,337.) (4,773.) (5,527.) 

H) Construction (147.0) 052.7) ( III '1. A) 038.5) (204.) (238. ) (376. ) (917.) (987.) (1,123.) 

C) Sl"rvice~ (52.1) (64.8) (52.7) ( 57.8) (97.) ........ (76.) (444.) (718.) (805.) (74,.,.) 

D) Al~ricul tUl"(, 05.7) (32./.) (2';.0)' (29.1) (l9.) (48.) (122.) (240. ) (148. ) , (2%. ) 

----:- ------~ 

Capital r.oods 376.3 387.2 391.0 482.9 642. 90(,. 1,331. 3,489. 3,803. h84~ --- , .... 
f\) IncluRtry (239.1) 016.2) (261.7) 016.6) (412.) (560. ) (770. ) 0,760.) (2,244. ), (2,4(,3.) 

fi) Sc rvices (103.8) (JO. 9-) (91.2) (132.7) (168. ) (273.) (465.) (1,439.) 0,325.) O,17Q.) 

C) Agriculture (33.4) (40. 1) ()6.1) (33.6) (62. ) (73. ) (96. ) (290.) (234.) (l go.) 

-
COn511m('r goods 156.1, 168.2 217.1 241. 7 332. )'17. ~J5!ll, _1 ,995_, 7_. :,r,o_, 2_,~.1_2..!_ --- -- - - ----

j 

TOTAL 1_!.~~J~_ 1,542.7 1,676.6 ~_,060. 9 _2_.>1),0_:_ h?2~_ ~.&14. 11,696. 12,766. ~~}}_4_,-_ ------ -:/ 

Sources, Bank Markazi Iran Ailnuai Report and Bnl.,nce Sheet, 1972, p.175. 
CJ'I 

"" 
~ 

Bank Harkazi Iran Economic R('port_--,'l~d B:ll;:lnce Sheet, lQ77, p.2 r,l. 
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Comm~d~ty 

(1) primary materials & 
imtermediate goods 

A) Industry & Mining 

R) Construction 

C) Agriculture 

D) S(>rvice5 

(2) ~apital goods 

() .Consumer goods 

TOTAL 

Source: 8nnk Markazi Iran, 

$. _~ ~ r 

--
TABLE (14) 

Iran: Composition of EX20rts (excludins oil and sas) 
0972-77) 

( 1000 $) 

1972 1973 1974 1975 1976 

220,192 )/.9,415 296,879 292.909 280,,530 

(202,390) (337,060) (288,180) (287,579) (273,352) 

(~,317) (1.,811) (4,768) (1 t 37S) (3,532) 

(10,404) (J,335) (J,OSl) (3,018) (2,583) 

(2,081) (209) (848) (934) (1,063) 

3,705 16,405 32,370 . 38,940 50,566 

i15,870 208,859 252,201 260,398 208,761 

439,767 634,679 581,450 592,247 539;857 

Economie Report and Balance Shee~, 1977, p.242. 

.. ~ ..... :"V'I' ~~. kt '.AUtY""":' 
~ 

-

1977 

228,641 ,. 
l' 

_ (217,169) 

(2.014) 

(1.867) 

(7,591) 

40,858 

253,843 

523,242 

,'J 

~ 
G\ 
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~ 
reverse afterwards. An improvement in the agricu1tural 

situation in Iran- could save more th an Rials 100 billfon 

($1.5 billion) every~ear Jin food imports. \ 

There seems to be-,- therefore, a negativé relationship 

between food production and food impo,r ts on one hand and a 

~uch stro~ger relationship between imports (particularly 

focd) and total exports on the other. 16 

Another striking feature of Iranian imports is the high 

share of intermediate goods in total imports; as can be seen 

in table 15: dur i ng the per iod 1958-'1-7, intermediate goods 

had an average share of 60 percent of total import value, 

while the share of consumer and capital goods were 14.4 and 

25.5 percent on the average, per year, respectivel~. 

The re1ative1y high proportion of intermediate imports 

reflects the government's policy for growth in manufacturing 

and construction on one hand and the direction of lran's 
J 

industria1ization toward import substitut ion, on the other. o 

Import substitution industria1ization was concentrated on the 

petrochemical sector, steel mi11 at Isfahan, car, truck, and 

bus industry, machine-tocl factories, and electronic assembly 

plants. Automobile output, for examp1e, rose from 2,300 in 

1964 ta 73,000 cars, 1,911 buses and 29,365 trucks and vans 

in 1974-1975. 17 The share of intermediate goods increased 

from 61.6 percent in 1968 to 64.5 percent in 1974 and then 

dec1ined drastical1y to 54.2 percent in 1977. The decline 

could be explained partly by the fact that iapoIt 

, 
~ , ·--L --_____ r' 
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Type of Connodity 

Total 

f 
-t----

IntE'rmE'di:ltl' Ronds 

Capital goods 

ConRumer ~oods 

gour"": T:1bl ... (4). 

" 

--~...r<~-,~.-.-,,-

l 

1968 1969 

100 100 

61.6 fl4 .0 

27 .1 25.1 

Il',3 10.9 

" 

..... 

TABLE (15) 

Iran: Composition of Imports 
(1968-77) 

(percent) 

1970 1971 1972 1973 

·100 100 100 tao 

h3.7 64.8 62.1 60.8 

. 
23. l 23.4 25.0 24.2 

13.0 iLS 12.9 15.0 

• 

.. 

1974 1975 

100 100 

64.5 53.1 

20.1 29:8 

15.4 17.1 . 

-" 

~ 

1976 

100 

52.6 

29.8 

17.6 

, ....... 

1977 

100 

54.2 

27.2 

'18,6 

t 

.,.. 
CID 

( 
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substitution led to a growth of light indust,ry in' and around 

Tehran by mid-1970' S. These products were to satisfy the 

growing demand for consumer products. Furthermore, the 

authorities seem not to be able to pursue the import 

substitution 'policy, after the oi1 boom of 1973-74, and 

instead, the import of consumer goods increased steadi1y from 
, , 

11. ~ pe r ce n tin 1968 t 0 12. 9 P e r c en tin 1 9 72 and the n 

increased sharp1y to reach 18.6 percent in 1977. 

o~ the average, seventy-five percent of imports of 

consumer goods consisted of agricu1tura1 products. 

Furthermore, the demand for 1axury goods on the par t of the 
" upper classes started to increase, leading to a situaiion 

whereby th'e import of consumer goods increased' (as was 

mentioned above), whi1e at the same time, import substitution 

po1icy was, to sorne extent, p1anned to satisfy these needs. 

The ,share of imports of machinery and equipment (capital 

goods) in total imports declined from 27.1 percent in 1968 to 
.; 

20.1 percent in 1974, and then increased to the previous 

1evel of 27.2 percent in 1977. The pattern of production in 

the industr ial sector is main1y of the assemb1y type, vi,th 

relative1y low domestic value added, and is highly dependant 

on imports. lran's modern industry is characterized by 

large-scale, capital intensive plants, concentrating on 

i.port substitution, especially the production of consumer 

goods bought by the high-income groups. Although the 

existing tariff systea allows intermedlate and capital goods 

" 

.' 

• 
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to enter the country at a relatively low c()s'\, while luxury " 
.' 0 

, 
goods are heavily taxed, imports of the latter have 

increased. This is due to the fact that ~esidents in the 

high-income brackets are not deterred from buying by high 

costs. 

In addition, the main vehicles for economic development 

for the post-oil boom period (1974-75) were bilateral 

economic agreements concluded with the main industrialized 

nations of the world. A number of new ~greements were 

" especially oil-for-food exchange while others were more 

general arrang~ents. The arrangement ,with the United 

Kingdom, however, ûltimately brought the flow of finished and 

semi-finished proàucts rather than manufacturing plants.l~ 

Another example woulà be the $' 40 bil~ion U.S.-Iran bilateral 

trade agreement in 1976. )9 

Thus, the declining trend of the share of intermediate 

goods, the stagnant trend of the share of capital goods and­

finally the rapidly ~creasing share of consumer goods as 

weIl as agricultural f~~dstUffs, aIl being relative to total 

imports, sh9~ed that oil receipts were being used not only 

for industrialization but also to satisfy the needs of upper 

classes. 

The cost of living in the country, however, has been 

kept from rising, to ~ large extent br periodic imports of 

consumer goods in short supply, and by increasing imports of 
• 

new materials and intermediate goods to feed the flourishing 

.. 

} 

~------
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\ 
"consumer-goods" industries. This', however, contr ibuted to 

o 

imported inflation; the increased dependence on the supply of 
, 

imported goods and the rela ti vely higher level of industr ial 

deman1, for imports, made Iran more sensitive ta international 
" 

fluctuations. Although the avai-lability of substantial 
J 

amounts of foreign exchange, resuHing from oil, would seem 

to provide ,the planners with. a. strong and effective weapon to 

compat"domestic inflation, Iran"s· imports which themselves 

~ were supjected to priee ris,es, somehow added to cost-push 

pressures. 

During the peiiod 1973-78., the total ,imports of goods 
, 

and services of -OPEC was about $530 billion comp,ared with, 

,$700 bil.lion total exchange earnings of OPEC in the same 

per iod. OPEC 1 s total irnpQrts of goods and servi,es were $360 

billion and $170 billion respectively during the same pe~iod, 

Iran, with Hs more diversified and advanced economy was 
1 

the lead ~ng OPEC importer wi th more than $~4 bill ion in just 

. goods, followed by Saudi Arabia $62 billion, Venezu~la and 

~igeria $42 bil.lion each. These four cou'ntr ies accounted for 

'nearly' three-f ifths of aIl OPEC imports. 20 

The United States ranked as 'the largest, supplier of 
l>' 

-Iran. American exports ta Iran have b~en' doubling in value 

ev~ry, year sinee 1973, and accounted for 20 percent of tot.al 

Iranian irnports. Other major expor~ers to Iran, besides the 

Uni ted' S.tates, are J,apari and West Germany. 

,.,. • , ,0 

---- -.- J1 
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Th~ enormous increases in oil revenues, therefore, 
11' 1) 

provided Iran with .~ubstantial forei9n exchange which in turn .. 
led to inc rease in imports, of goods and services to s'atisfy 

the needs for both d'evelopment and consumption. Substantial 

inerease in impor ts ,raised ,the leve1 of total available 9000s 

and services. However, in order to have re1ative priee 

stabi li ty, iner e ases in total available goods and services 

Uncluding impor ts} and the monetary expansion should have 

. the same proportion. In the next chapter, Iran' s oi1-induced 

inflation will be studied. 
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InClation as a Cost oC Sbarp Increases in 011 Revenues 

, - Introd uction 

1 n fla t ion i n 0 P E C, cou n tri e sis are lat ive l y n e w 

phenomenon. The annual rates of inflation of four 1 OPEC 

members have been examined here, in order to investlgate the 

possible effect of oil revenues on priees. These rates, for 

the perlods of 1967-72 and 1972-77 , have been 4.9 percent and 

9.5 pereeot in Iraq, 2.6 percent and 8.8 'pe·rcent in 

Venezuela; '3.5 percent and 20 percent in Iran, and 3.0 

j percent and 35.8 percent in Saudi Arabia, respectively2. 

The in fla t ion rat es, the r e for e, in cre as e d d ras tic a Il y 

during thb immediate five IIpost-oil-~oom" years, cornpared to 

the five year:s- penod before the boom years. They were 

doubled in Iraq-, lncreased_ by five times in Venezuela, more 

than six times in Iran, and more than ten times in Saudi 

Arabia. Not only did oil revenues increase inflation rates 

in the se countries, but countries with higher oil revenues 

Iran and Saudl Ar abia - had higher increases in priees. 

2 - The Nature of Inflatlon 

The important set of theories of inflation 3 that i5 of 

pri m ary r e lev ance to econom ic dey elopmen t, corn pri ses of the 

structurallst view and the competing manetarist view. The 

s t rue tu raI i s t s mai n t a i n t h a tilt heu n d'e rI yin g cau ses 0 f 

inflation in underdeveloped countries are ta be round in 

-----<--
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their basic economic development problems and in the 

struct~ore of their systems of production and/or trade 

organlZc.· 10ns,,4. 

The st ructural ~ sts beli eve tha t each economoy inher its a 

group of ~ "'oblems speci fic to i tself. Emphasis is therefore 

placed on :.he economic and social imperfections inhibiting 

economic de'. "'lo~·ment, rather than the s~pposed smooth flow of 

goods and fé.. :'01 S to where their reward lS greatest. The 

structural th· q, of lnflation is based on viewing certain 

structural rlgi ties as being the prime cause of inflation. 

These economisL ïlaintain that lnflation is, in the main, a 

phenomenon dh. ~b an be explained by certain disequilibria 

resulting fr:tffi tl 'se rigidities in the structure of the 

system. 

While str uc:: urali sts believe that strict control of 

inflation - vlhich is the result of structural imbalances -

may result ir. uL-::-mployment and stagnation 7 " and then perhaps 

political inst.a~ .llty, the monetarists suggest that the 

control of infla:::..ion is one of the major obJectives of 

econom ic pol icy ln develo ping econom ies, i nd ica t ing a beli ef 

that price stablllty is a necessary pre-requisite for 

sustain ing econoPJ ic grow th. 

Monetarist.s find\ the chief cause of inflation in 

government mismanagement of economic affairs, such as 

malntaining budgf2t deficits and excessive credit .expansion .. 

Accord i ng to G. H;;. Derler, "it i s not surpr i sing that poor and 
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béickward countrie s, when they wake up and set their minds to 

developing in a hurry and to catch up with the more developed 

countries, are contlnually tempted to overspend their meagre 

resources and to liveObeyond their means,,5. 

Monetarists Vlew inflation as a result of the creation 

of excess purchasing power. They believe that inflation is 

incompatible with economic development and that stabilization 

is necessary for eco~,omic development. While monetarists 
(1? 

view the structural rigidlties as a result of inflation, the 

structuralists reverse the causation, maintaining that 

inflation is a result of structural rigidities. Mone tar i st s 

advocate stabili zation programs to affect the roots of 

inflation these include the reduction of excess demand 

through the elimination of budget deficits and the\ 

curtailment of inflationary credit expansion, subsidies, and 

i nfla t ionary wage increa ses. 

Structuralists, on the other hand, consider 

stabilization programs as undesirable because they attack the 

symptoms not the basic causes of inflation: public and' 

private investment is eut without increasing saving; also 
, 

they believe that stabll i zation programs damage those dynami c 

sectors in the economy that are necessary for economic 
, 

development. 

In spite of their differences, both the monetarists and 

the structuralists are concerned with rapid economic 

development and inflation. The y a g r e 'e 0 n the cIo s e 

/ . 
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relationship between money supply a"nd priees. 

The monetarists analysis of inflation can be summarized 

as follows: The causal relation runs from money to priees 

and a lag in output; any persistant increase in the money 

suppl Y relatlve to output IS a suffic-ient condition for 

i nflat i on;' the magn i tude and l ength of Inf l ation i s de penden t 
\ , 

on the magnitude and persistence of monetary growth; the 

level and persistence of inflation is independent of the 

level of employment in the country and it is the increasing 

growth rate of the money supply whieh leads to inflationary 

pressu'res 6 . 

Thi s monetar i st app roach which was to a great extent 

aecept~d by Iran's central bank (Bank Markazi Iran) '- is 

der ive d fr 0 ID Fis h e r ' s ver s ion 0 f the Qua n t i t Y The 0 r y 0 f 

Money. This theory p,ostulates a relationship between the 

quantity of money in an eeonomy and the price level. 

Although a doubling of the money supply may be expected tp 

double the prlce level., this result, as Fisher diseussed, 

will not oeeur i~mediately or automatically. The eco.nomy 

will go thr,ough a transitlon period during which the priee 

level increases to its new value7. 

The theory can be stated formally in term"s of the Fisher .., 
equation 8 

MV :: PT 

w here M i3 the stock of money9; V is:"the velocity of mone'yj P 

• 

- _. ---___ 1I1_1$4 __ ~ ~ 
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1s the average price level, i.e:, dollars per unit of Y 
. 

quantity; T 15 a measure of the flow of real gOOd5 and 

services, Le., unit quant~ty per period of tlme. Since the 

total money' volume of transaction (the left hand slde of ttte 

identity) lS necessarily the same as money value of goods 

sold (right hand side), the two sides of this equation are 

equal by definitl0n. In other words, each transaction is 

si mul taneousl y recorded on both sides of the equat ion. 

Furthermore, the theory assumes that: T i5 constant, 

because the economy is at full employment and that V is a 

constant, being determined by certain institutional features 

of thl economy. 

Therefore, the above identity can be 'rewritten'as: 

M :; T P, 
V 

Since.l.. is a constant, it implies that changes in the 
V 

stock of money are a ssoci a ted w i th proport ionate changes in 

pr ice level. 

The quantity approach remains an important analy-tical 

tool in the works of sorne influential econorniSts, such as 

M,j.l ton Fr iedman 10. 
\ 

, 

Friedman's quantity theory is more sophisticatéd than 

the theories of Fisher and the Cambridge economists, yet it 

follows their tradition; "the emphasis on incorne as a 

sur rogate for w eal th, 'rather than as a meas ure of 

to be done by money~ liS conceptually perhaps 
" 

the 'work' 

the. ba 31 c 

di fference ,betw een more r ecent w ork and the earli er ver 5 ions 

-----"...:...-----____ ... K_w.i ..... ""_ f 
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of the quanti ty the~r"y,,11. 

Friedman, how'ever, views mon~y as one ~ind of asset, a 

cam modi ty whi ch yi el ds uti 1 i ty to its holder accorp ing to the 

fun c t ion s it p e r f ~r m s 1 2 . Furtherfore, he notes that money 

does matter and that any Interpretation of short term. 

movsrnent in Incarne activity based only on the real section is 

likely to be sornehow at fault because it neglects rnonetary 

changes 13. 

To surnmar i ze, the cond i tians which must be met under the 

quan ti ty theory of mo~ey ar e 1~: 

1. Neu t r ali ty of money: the net effect, tha t i5 the effect 

after an "adjus.t-ment period, of a change in the money 

supply i~, only a change in priee level. 

In that sense money is neutra'l and this means that 

certain other conditions prevail: 

a~ priee flexibility . . 
b) the existance of the distribution effects: change in 

the quanti ty of money leads to priee change which in 

turn leads to changes in relative priees. 

Consequently distribution of incarne and wealth will 

be affected; , 

c) neutrality of money requires the absence of money 

illusion; a situation in which a priee increase 

would induce an economic unit ta buy less, 'even if 

their incorne changes at the same rate; 

d) there must be no de-stabilizing effects caused by 

o 

. ~I 
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priee dpectations. An elasticity of priee 

expeGtat::.on equal to one is sufficient. This shows • 
how e·pected future priees react to a change in 

curren: prices. 

N eû ~ i a s S l ca (classical) dlchotomy: the priee level is 

thought to ary proportionally with the quantity of 

money. 

The ,stock cf [noney in the econCîmy is determined by the 
~ 

monet é;lry author i t les w hich in turn ls l argely a ffec ted ' 

by incr.east:'s in the national incorne. Exports are the 

major factor leading to the growth in national incorne 15. 

The rate of interest is fixed at a constant level. This 

assumption, ~n theory at least, eliminates the r-ole 

. ..'hlCh the rate of interest plays in the determination of 

t 'le public' s dernand for money. 

l-e demand for money is highly stable; there are 

im~ortant factors affecting the supply of <flloney 'that do, 

not affect the demand for money. This is par~icularly 

usefu l in tracing out the effects of changes in supply. 

o Thls asst.rnption provides a link between money, incorne 

and pr i~es. 

6. While veloc:ty of money is assumed constant, the outt$'ut 

- total avallabl~ goodS and services - may change in 

response to changes in the money stock. 

7. The economy i5 an open one; imports are Included in 

total avallable good5 and services. They also play an 

illiportant role in priee stabilization. 

-- ~ ~- -----
< 
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The foregoing theof' ies of in fla tion provide a background 

Cor a l"ook at inflation rates and their nature in ~ran. 
Il 

3 - Rates of Inflation in Iran 

The perl.od extending from 1954 to 1917 will be divided 

into three sub-period s to take account. of completely 

different circumstances that have charactenzed the twenty 

three year period. 1954 marked the first year of post-

'nationalization of the oil industry under Mossadegh. The 

nationallzation period lasted four years at which ti me the 

monarchy was restored. The 1973 boost in oil pr ices was to 

substan tiall y al ter the econom ic si tuation of Ir an, b oth in 

terms of growth and in terms· of inflation. 

In addition, 1978 i5 a year in which political unr~st 
\ 

.. 
and d e mon s t rat ion s b e g ,a n wh i chI e d ,t 0 the fa 1 lof S ha h in 

Februar'y 1919. The thl"ee sub-periods being examined, 

therefore, wouldbe 1954-66, 1967-72 and 1973-71. 

per~,od 1954-66 Whic.Jcovers both the Second and Third 

Developrnent plans, i5 character ized w ith relati vely low' rates 

(annual average) of increased in oi1 revenues and econÇ>mic, 

growth - 0.32 percent and 10.2 perct;,nt respectively - whereas 

the peri'od 1967-12 (Fourth Development' plan) had relatively 

moderate rates of growth of boil Oi{ rev~nu~ and GNP, 1.3 

percen t and 12 percent r espec ti velJ ___ The emphasis, however, 

would be on the period 1973-17 (Fifth Development plan), . 
~ ... ~ ,,' 

(~. which identifies with relati\l'ely higher 'priees of growth of 

\ 
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011 revenues and GNP, 18.3 percent and 20.4 percent. 

respectively. 

Although, compared with·Lat[n American countries, Iran's 
J 

inflation rates do not seem serious, it is lmportant to note 

that the Iran lan author:l tleS were very concerned about it and 

inflatipn was considered as a maJor problem in Iran's 

econom y 16. ThlS . was also evid~nt in the report s prepared by 

The ln terna t ional Monetary Fund 17 . ,( 
\ 

The relatlve pr i ce stability of earl y 1950's wa s 

interrupted bya round of lnflation in 1953-54. T~ese were 

mostly due to the political process of the national,ization of 
) 

the oil industry, which eaused' a substantial decline in total , 

product-ion. During the bè>om years of 1957-61, pursuit of the 

moderate goals of development plans created inflationary 

pressures. HoweveT dur,i ng 1954-66, actua l annual in f lation 

aver'aged not more t han four pere ent (see Table 16). 

After the relatively stable period of the 1960's, the 

price index began to show an upward trend in 1970 as 

c:ievelopment activities accelerated under the Fourth plan 

(1967-'r2). Relatively higher increases in GNP and inflation : 

for the period was partly due to t'he sharp increases in 

d ev elop me\lt e xpend i tures on the econo my, accompan ied by rPoor 
- \ 

performan.ce of agricultural products as a result of a two 
~ 

year per ~od of semi -drought in many agricul tural areas which 

in turn led to rapid migratlon of farmers to the big eities. 

Yet, the annual average rate of increase during the period 
'"" 
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1954 
>" 1955 

1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 
1964 
1965 
1 ~66 

1'1967 
1968 
1969 
1970 
1970 
1972 
1973 
1974 
1975 
1976 
197,1 
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TABLE (1'6) 

Iran: Priee Inde~es (195- - 1977> 

Q 
,( 1975" = 100) 

Wholesale Priee 
Index Pereentage Change 

50.5 
48.5 
51.9 
52.1 
50.3 
52.3 
54.0 
54.7 
55.4 
55.5 
58.2 
60.2 
59.5 
59.6 
60.0 
61.6 
63.4 

''6.7. 3 
71.2 
79.2 
92.6 

100.0 
109.0 
121.1 

19.7 
-4.0 
7.0 
0.4 

. -3.5 
4.0 
3.2 
1.3 
1.3 
0.2 
4.9 
3.4 

-1,2 
0.2 
0.7 
2.7 
2i9 
6.1 
5.8 

11.2 
16.8 
8.0 
9.0 

17 .2 

.. 

Consumer Priee 
Indexfercentage Change 

37.3 
38,6 
41. 14 
44, 1 
44, a 
48.8 
53.7 

... 55.14 
55.8 
55.9 
58.2 
59.14 
59.2 
60. 1 
60.5 
62.7 
63.7 
66 , 14 
70',7 
77.6 . 
88.7 

100.0 
111 .3 
141 .7 

/ 
2.5 
3.5 
7.2 
6.5 

-0.2 
11 .0' 
10.0 
3.,2 
0.8 
0; 2 
3.9 
1.2 

-0.3 
1.5 
0.7 
3.6 
1.6 
4,2 
6r5 
9.8 

14.3 
12.1 
11.3 
27.3 

Averages 

19,54 - 66 

1967 .. 12 

1973 - 77 " 

, 

2.8 

3.0 

12~4 

) , 

,\ ,3 • 8~ .-

3.0 . 

15. 1 

Source: International Finan.cial Statistics, Yearbook 
Vol. XXXII, (1979), pp. 228-231 . 
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reached on1y, 3.0 percent for" the cost of li ving index (see 

Table 16). In gerieral, priee stabil.1ty seems to' be 

matntalned up untll 1912-73. 

Wlth the advent of the oil boom and the extremely high 
\ 

f4'ates of growth of expend i tures both in the' pu blie and 
-

private sectors, and a1so·, due to the limited productive 

capacity, inflationary pressures were ereated and the annual 

average rate of inflation- reached 12.4 percent a~d 15.1 

perce-rit for the WPI and CPI respectively during 1973-77, thus 

reaching double digit proportions 18,.,. The wholesale priee 
t 

and cost of living indexes reached accelerated rates of 11.2 

percent and 9.8 I?ercent, respectively in,1973 and increased 

to 17.2 percent and 27.3 percent respecti v e1y in 1971. 

Table 17 com~res the growth rate in Iran's oi1 

r~venues, GNP'and inflation for the three sub-periods under 

cons ider at i on. The coun tr y achie v ed the rernar ka~l e growt h 

rate of 20.4 percent dur ing post-oil-boom of 1973-77, despi te 

the brier economic slump of 1975 world recession and the 

political unrest in 1977-78 19 • A proposed rate of growth of 

-"40 percent20 in GNP 1n real term during 1974-75, for example, 

was impossible to obtain at the low infla'tionary rates of 
-

less th an four percent for the Third and Fourth plans. 

A mark ed con trast ex 1s ts between the per i od' 195 #_66 21 
, .' 

and 1967-72 on one 'hand and that of 1973-77, on the other. 

The former periods saw relati vely low ra tes of increases in 
c 

011 revenue 5 (le s s than two percen t), wi th re la1.1 v ely low 
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\ growth rates (between 10-12 percent) whiah accom.panied wi~h 
, 

low in fI ation rate s (2-~ pere ent). The ,latter period, in 
,'"\ 

• • < 

contra st, w i tness~d su bstant i\91 in c rease in oi 1 reven ues 

(18.2 percent), high economic growth (20.~ percent) and 

double digit inflation rates af" 12.~ percent and 15 .. 1 percent 
• 

for WPI and CPI respective1y22 (see Tab'le 17). 

Iranian inflation cannot be explained by o'Je single 

inflation theory alone: a nu'mber of" sources are 10g1ca11y 

possible and at 1east not Inconsistent with the inflation 

rates. The factors behind each analysis of inflat'ian vary 

from countr y ta coun try. Ta eva1uate the relevant 

hyphothesis, one should ex amine the under1ying assumptions, in 

Iran, to find out if" faets correspond to the theory. 

Beg i n ni n g w i t h the' 0 : 1 - b 00 mye a r 0 f 1 973 , bot h th, e 

government's financia1 activities and the private se)ctor's 

credit w' ere l argely expanded. It is i mpor tant to empha size 

that because the oi1 revenues accrued directly to the 

government, they did not affect the domestic money supply 

until the government deeided to ln je ct th~m into the domestic 
" 

econamy through its expend i tures •. 

,As mentioned earlier, gavernment expenditures and credit 

in the pr:: vate sector and hence the money supp1y inareased 

rapid y after 1973. Money supply increased by 61.4 percent 
, 

in 1974, compared w i th 27.~ percent f"or 1973, and continued 
,-' 

to increase at a rate of 32 percent per year for the next 

th ree ye a rs. The monetar y expa n sion in the dem-a nd 51 de of -, 
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TABLE 17 
1 

Iran: 

Receipts From 
Oil Revenue 

0.3 

1.3 

18.3 

Tables 1, 2 and 16. , 

GNP 

10.2 

12.0 

20.4 
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WPI CPI 

2.8 3.8 

3.0 3.0 

12.4 15.1 
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the Iran ian economy put pressures on, the supply side. 

Domestic production could not respond fast enough to the 

gr)owing demande This can be explained partly by a} the' 

existance of the limited pr'oduction capacity in a typical 

LDC, and b) the faet that the factors or production in LDC ' s 

are immobile, scaree and within an imperfeet market. 

The massive pressure on the supply side was eliminated 

to a large extent 'after 1973, by the import of foods and 

basic eommodities. Imports grew with the average annual 

compound rate of 44 percent during the period 1973-77,F 

compared to 15 percent for the period 1967-72 (see Table 18). 

Due to its enormous oil revenue Iran eould afford rflpid 

(~' inc reases in ·imports. 

., , 

The co m b i n" a t ion 0 f dom est i c pro duc t ion and net 

imports23 , couid not, however, grow at the same proportion as 

the monetary expansion. Although domestic production and net 
, 

imports grew during the period under cOF}sideration, there wa, 

a growing lag in domestie production and imports24 compared 
~ "c' ~ .. 

wi'th the growth of the quantity of money.. G'i v en the 

conditions alre,ady mentioned under the quantity the9ry of 
...... J 

money, an increase in money supply, increases th(e priees. 

Furthel"more" increase in money supply creates inereasing 

demand. for' imporj;s. Given the increasi,ng oil revenues, 
" ,'. 

i mp or 1-s I;in c'rea se and henc e i mpor ted ilti"f la t ion af fect the , , 

1,>" ~ ':: '~-p~iee.,.,1-evélS '.·import~d 1 inflatiQn ~wiJ.l be~"Sfru~~ed- la~t~F~ in' 
.. 

more details). 
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Source: International:- Financial Statistics, Yearbook 1983, 
pp. 282-2 83. 
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. ~9Uai1tity theory of money exp'lained above,\ implies 
, 

th;lt ln order t,o have economic growth, without in~,lation, 
.. , 

monetary expansion should be setl' so as té have the ~~me. rate 

of inc"rease as the increase in avai'lé!ble gO'ods and services 
) 

'(domestic production I?lus net iIllPorts). 

"" InfOrmation available"on Ir~nfs economy suggests that 

not onl y did the u til ization of the nation 's oil revenues for 
4 " , 

domestic expenditures exceed a certain limi-t, but that due to 

Iran's strategy of' rapid development in a relatively 'lIShort , 

time," infla'tionary pressures were created: as output was not . ~ 

able to ex p~and co r respo ndinllg l y, pr i c~s inc re a sed fa ster , 

compar:ed ,6 tHe pre-1973 oil-boom per iod. 

Besides the main monetary expansion, ther.e were other 

J f ad~or:s w"h i ch con tr i but ed to the c reatlon of i nflat i onar y 

pressures. 

• Population had steady gr:owth rates: .a;s shown in Table 

(19), the average annual compound growth rate- of the total 

population during 1954-77 was 2.8 percent. Total population 

was estlmated ,to> ~ more th an 20 million 1n 1957, o'ler 27 

million in 1961 and more t-han 34 million in 1977, therefore 

having a growth of s.elle-n. millio,n per decade with a.slïghtly 

low~owth rate l.n the latter l>O#lod (1967-77). The 

population increased fast-er in cities than in rural areas -
, Cf' 

4.9 ~erc·ent"vs. 1.8 percent - which can mostly b~ explained 
<\, 

b Y the mi g rat ion f rom ru raI are a s t 0 ur ban ce n te r's • -

According 'to Iranian Qfficials 25', the country's absorptive 

" 

.. 
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Note: 

Sou rce: 

\ 

Year 

1954 
1958 

v 1962 
1966 
1970 
1974 
1977 

1954-58 
1958-62 
1962-66/ 
1966-70 

"1970-74 
1974-77 

r 

, 

TABLE (1-9) 

Iran: Population-
(1954:0"01971) " 

Population Million 

18.2 
r 20.4 

22.8 
25.5 
28.7 
32.1 

. 34.3 > 

Growth Rate: P.ercen t 

Average' 

2.9 
2.9 
2.9 
2.9 
2.8 
2.3 

I 

;' 
91 

1 

*0 There has been a population ce11SUS every ten years, 
the la st one being 1976. 

International Flnancial Statistlcs, Vol. XXXII, 
1979 f pp.230-231. 
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capacity was ,b,.eirrg ut.ilized to the full from abou~ 1913 

onwards. The frequent shortages, of ~lec.tric power; shortages 
1 • 

of skilledJ and semis-skilled labour; the congest iOn and 

ineff'icienc'ies in' the ports and the inadequencies of the 

transport systema11 pOin,t ln this direction. 

Relaeive decl~ne in agricultural gr'o,wth "combined with 

b e t ter fa c il i t i e 5 - job 0 P po r tu n 1 t i e 5 r e sul t e d f rom 
. 

government spe!1ding, health, e(1ucation,- etc. - created mass 
, 

movements towards the main cities. nUs, in turn, re5ulted ' 0 

. , 

in a construc.tion boom 'ln those areas which was frequently 
" \ -

'uncoord1nated w i th "'available water, power, sewage, telephone 
, f '\. 

facilities and other services. The new migrants werè' 

affected by western types of utilization of consumer and 

luxùry goods, pa'rticularly !!lectrical àppliances such as air 

cond i t10ner s. Thi s in turo overburdened the countrY'5 supply , , 

of el èctr lc ·power 26 • . 

There was a grow<ing cancern that Iranian economic 

development is hampered by serious electric power 

shortages 27 ,. The power shortages in 1971 - about 500 

m'ega watt - was attributed m ainly to delay in completion of 

Rezs Shah Kabir Dam which would have generated 1,000 

,",-

mega watts when comp~eted28. By c·omparison wi th eight other ,. 
\ 

countries with comparable·levels of per cap'ita G'NP in 1915, 
, .. 

. pel"" capita electric power, production in Iran ranked' lowest at 

460 k.w;h. per annum amongst a median value of 1,140 k.w·.h. 
1 

.per annu'm 29 . This in fact wa! the main 'reasori-3'O behind the 

\ 
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government study 31 t the capacity utilization' was 61 ~rcent 
. 

in textiles, 96 percent in cement, 46 percent in bri'ck .. 
, 

,making, 69 percent in the automotive induSjry (51 percent in 

the car industry) and 36 percent in tractors. Arak Machine 

Tools32 , for example, produced 13,751 tons of goods in 1976-' 
1 0 

77 ag ainst ·a capacity 0 f 23,000 tons. 

Tbese basic short..ages combined with the continuous 

injec1;"ion of' oil,- money into the economy - via the ambitious 

dev'elopment programs - led to ~rslt'uatlon in which the 

performance of economic gev~lopment was extremely uneven. 
, 

-The waste:factor in the.lranian'economy has been estimated to ,. , 

be 40 per e ent d ue ~q, asymm etr lc al development and po?r 

coordination aniong key factors such as'1nanpower availabLÜty, 
~~ . 

l " 

infrastructure,' port and ra~l facilities, etc.33• This in 

turn, led to a large extent, to substant.ial duplication. One 

" e i a m pIe w q, u 1 d. b ~. . the i n a b' 1 li t Y 0 f e x i s t 1 n g. po r t san d 
, " 

,} ~.. " "\ . . 
transport facill.ties ta accomm,?date the vast increases in 

~mport~ for c,onsumpt1on and dellelopment programs. This led 

to a speedy;and éostly bul1d up of ports with sorne large over 

expansion 34 of port: .Laê'i lities and airports in som~ 

instances, because of both lack of coordinati.on and national 
... 

prest ige .conside-rations" , 

By 1975, the priee se'tting agency of tt)e government was 
" -

suddenly faced with a flood of 1ntermedlate,· consumer, .... 

'# • --.---.. _. --~- 1 _.-
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ind~strlal " 'and other type;> .of ,g6ods eoming into Iran. 
, , 

Co.n seq uen t I Y the a'55i gnm'ent of a ppropr i ate pr iees for the 

gO"ods was practically impossiole, and these goods were 

permitted to reach the market at priees higher tnan the 
. 

controlled priees mlght have been, thus aceelerating ,the 
/( , 

priee rate spiral. This combined wi th a n,umber of di ffe~ent 

·bottlenecks in port capacity, transport, facilities, 

d 1 st r i but i 0 n'. s,y ste m , and w are hou sin g, as we,ll a s the 
'- . r ~ 

ïnereased needs of the market places added costs ta already 

expensive<titems and delayed thelr arrivaI- at purchase points, 
~ 

reducing the potential supply of gaods needed ta fight baek 
.' 

.. inflationary pressures, cou·n~erb,alancJ.ng the mO,derating 

effect of imports on priees and ln some instances, adding to 

them. For example, in 1915'$1 billion was pa id to shippers 

for ves.sels imm"obilized due ~o inaèequate port faeili t~es35 .• 
, -

,·A 11 t h i s , co m b i n e d w 1 th the 0 ver ,a Il w a r 1 d i n fla t ion, w a s 

passed on the consumers. 
,> .. 

Government's atte~mpts fo.r' imprave!l'ent in Iran's 
~ 

distribu~ion system had sorne short-run favorabl~ effeets. 

Bureaucratie red tape was eut, storage.facilities were guild, 
~ , 

high pr 10ri ty goods wer~ giv.en specia.il attention" more truc!,s 
, 

were purchased and port fa'cilities were expanded. , . For 

example, the wa1 ~'ing per iod for relea sing the i -mported goods 
"-
in ports decreased from 180 days in 1975, to 14 days "ln 

191736 • NewsPé!pers reported that all major bottlenecks have 

been overcome. However, this was mai~ly due ta the' fact that 

- -
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, 
the <\emand for goods and services'levêlled off, since the 

boom and exp.,end itures" dec"reased at the end of 1976,. 
<t! 

Ther e i5' a standard pattern of st ruetu raI tran sforma~ion . ' 
• - ' • 'j • 

for .. LOC's industrialization today-: Iran ois no different from 

oth.er cou'ntries i~ experienciAg tnes~ common problerns, it is 
4 1 

different, insofar as oil earnings have eliminated the 
(, 

ex ternal bot t lenecks whi q h is charac t er ist i c qf most LDC's. 

D'ne, therefore; o,can not rejeet sorne structural forces bèhind' 

the Iran i an in f lati on. 

Nowhere,,- however, in the Central Bank's 'analysi s of 
.. • 1 

inflation \(Bank ,Markazi), wer:-e the structural causes 

consider~d37. Instead, the emphasis was given primarily on 

monetary stabi~ization P?l,ieies. As the Bank ind icated "due 

bo the very speedy g~owth of in,come the total demand 

incr"eased at a h.igher rate than total supply of goods and 

services. Thi s situation not or:lly r"e-sulted -~n creating new 

di ffieul tiès for the eeonomt, Dut also inereased inflationar'y 

pressures ,,38. According ta the report, not only is inflation 

primarily linked with monetary t:aetors, but the new 

\
-~"di Cfieu l ties ~ struct ural . 

in flati 0 nary press u te~. 

bottleoeeks) were created -by 

Irani an, ec?nomists bel ieved 

~ 

aggrega·te demand' was determined by Ïactors associated 

Fisher's version of the quanti,ty theory of money39. 

with, 

As was mentioned aboyer the stabilization progra'ms 
J 111 

su ggested by Bank Markazi were pr1marily based on monetary , 
• 

factors. 'Credit restrict1Qn -po 1"1 'C i es 
. 

pr acticed were ,on 
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several occa sions . For exa'mple in 1'972, tq~ Bank ordered the 

country's three largest banks to elimi'nate thelr credi ta and 

loans te the construction 
Gl 

sector, on th-e -one hand, 

supervising the SaVl'lgs accounts in order to char,me'l them 0 

b 

in.to productive activ.t1.es, and on the other pand, obliging 

the' commercial' banks to alloca'tedO percent of their ~aving 
J 

deposlts to' purchase government bonds. The official 

rediscoun~' rate was then increased from seven percent to ,/ 

seven a:-.d one'-half percer.':. 40 , 

The max i mum permit te j increase 0 f cred i ts by comtn ercial 
t , 

banks:o the private sector 

'l 1976 te:. 20 percent in 1977. 
, l'J, 

wa s 'lowered from ~30 percent 1''0 

At thé same time"the maximum, 
-i> 

. in terest r'ates C!harged' by commetclal bahks - increased by one 
'l ' 

.' percent, whil~ the inte' est rates çharged for construction 

purpo~es lncreased 3 p".,..cenÎ:.41. Given inf1ation rates, 

however, these nominal ra- -"s represented negative real .. rates. 

These restr.l,ctive mea. ~res were practical ln Most of the 

years of the Fourth and f·- if th plans; howevel", they' can'not be 

con sid e r ed as effective and s ucce s a ful poli ci es. Many 
. - / 

factors can be cï;ted to explain their,failute. 

cases, the crë!!ji' restrict.1ons and increases in 

'In mQst 

bor.rowing 

costs were imposed 'on those economic actiyHies which had 

greater contributions to make towards increasing' overall' 
\ 

dO,mestlc supply" This dec'Feased th'e growt'h rate' o·f those 
, . 

sectors, creat i ng stron,ger effect: on i nfla t i0nary press ures, . 

and incpcat1ng not on1y the failur"e of channelling credits' 

.. . 

• 
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but taking' the already 
~ , 

existing credi ts away from tbose sectôrs. This aJ-gument ls 

based on' the fact tnat certain types of investmentS do not 
() • 1" ," J 

have a si gnific ant an tf-,inf lation ary i mpapt. The deeline ln 

growth rate of &o~ernment' consumption expend~tures, for 
) 

example, from 24 percent in 1976 to 7 percent:,in '19,77 W9{$";' . , 
, ,J ••• 

consider ed a m~ jor- stal:>ll i z ation move 42". : .. . . 
,,' 

The go,vernment's· stabilization program ineLl,Ided liberal 

lmport polieies. 
, , 

Massive imports of foods 'and goo.ds '.began in 

the mld-1960's and increased at a high rate after the early., 
. " 

1970'5. The main objectives were: to provide food produets,. 

to accelerate industrialization~, and economic ugr~~th by,Q· 

impor'tins basic needs-, to undercut 
'. 

speculat,ors, and to' 
" 

relieve demand pressures. To undertake this poliey, the-
, , 

government provided. several faeilities for, imports', 
~ J "<1 , ~ 

i m p 0 r t t a ri f Ï s we r e' e i t h e,r d e Cl r e a se d or 'complet ely 

.eli minated. During the Fift,h Developme:nt Plan, 'the 
, . . 

registration fees for imported goods, were diminished from 5.5 
, " l • -

. perc ent to one percen t. The, total ~alue of i mports ine,rea sed 

by 40',6 percent per year during this periodt from $2.,6 
~ 

billion in 1972, reached'$14.1 billion in 1977. 
., , 

Government subsid ies are r other means for imp;r.e ~tat ion 
'\ ~ , 

of an t i - i n fla t ion a r y po 1 i c y • The se are p a y men s ma d e b y 
, " 

government for the differences between the foreign buy~ng 

priee.a'nd the domest;ie priee of iCmported goods. 1n"4974-75 

" alone the 1raniaFl'goverflment paid more than $1.2 billion as 
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osubsidi~sq3 and this has elimb-ed sinee. 
i 

. The major' obje'ctive of the government's antl­

in fla t i 0 il a r y pro gr am, ho w ev e r , . wa s" st a' b i 1 i z a t ion v i y 

'statutory priee control, wi th the threat of persecution for 

off~nder s • ln the su mmer 0 f 1975 , the gover n'men t of Iran, 

with threats of decreasing tar-i ff. protection, foreed aIl 

manufaôturers, retailers and' wholesalers to reduee their 

priees.. to those,'of May 197.(J; 10 tQ 20 p~reent belo,w ~he 

existing priee .lev,els. These cuts were not considered 
. ~ 

harm fuI to the econorily, and were intended to allow producers 

to earn st 111 a fair profi,t. Sever al organizations were then 
• Â 1 I,\r , 

created to ,report any deviation from the official priees for 

approximately·650 es{ential consumer goods. The enforcemen,t 
~ 

was~ earried out by an army of 20,000 official priee "iatehers, 

• whiéh was supplernented by tens of thousands of students and 

hous'ewives 44. 

There were several arrests of merchants and snopkeepers 

for pro fi t eel"'i ng and hoard i ng; more t han 10;\JO'U dur ing a 
, 

'peri'od of 3 months 45 •• Millions, of people were subjected to 

fi h es, éYld, m à n y w e r e sen t top ris 0 n 1 in c lu di n g th 0 sei n the 
/ 

... ~ higher cl~sses. This led to a decline in thef'cost of livi~_~ 

by 4.6 perce~t, but ev en the government admi tted that these 
• 
were stop-gap measures aimeti at breaking the inflationary' 

psychology for the benefi t of consumers. The resul ts, 

however, were dela'ys in production, a lowering of the quaI i ty 

of the commodities, and uncertainty 'on the part 9f the 
t' 
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In 1976, the government admitted railure, and at ;hat 

time, imported inflation was blamed 1l6 . However, it was not 

unt~l early 1977, that a graduaI move towards relaxation of 

rigid price control began. Priees of a number of foodstuffs 

including meat and of some services have been freed from 

control. It' is~erestlng to note, however, that priees 

have increased sharply as a resuit 'of the priee 

1iberalization pol1cy and that Many basic 

doubl ed in cost 1I7 • 

sery 1e es have 

In addition, the policy cost the goverment $1I billion. 

fof the year 19711-75, to acquire and distribute essential 

foodstuffs, with 'total subsidies to be $1.9 billion for the 

next two years, starting at Mareh 1976 48 . The policy a1so 

had 'adverse effects on the morea1e of the p,:"ivate sector, 

commercial and industrial eornpanies; reports from Tehran 

suggested that private investment has s41mped as profit 

margins were dra matiea 11y reduced 49. The argument is based 

on the assumption that government controis those goods J that 

are e ssenJ: .. -i-ai and si n'ce the ir pr iees are, n ot i nc r ea si n g, 

profit is low. The priee control policy, l'las diseouraged 

both the pri vate investors a1ready 1nvolv'ed in the market and 

also those ~potential investors already involved in the market 

and- a1so those potential investors who eould have been 

attracted into production of essential goods, to invest in 
1 

these fields 50 . 
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To conelude, the eut in government expenditures, credit 

restriction and Bev ere ~r iee eon trols are dey iees that might 

prove helpful in the short run, in terms of slowing the rate 

of inflation. As can be se en in Table (16), the rate of 

·increase in consumer priee index CCPI) and wholesale priee 

index (WPI) deereased from 14.3 percent and 16.8 percent in 
.-
1974, to 12.7 percent and 8 pereent---±1r 1975 respectively. 

However, in the long run they are less effective, espeeially 

if the mueh-deslred high rate of economic growth were to he 

maintained. Imposing these restrictive methods, therefore, 

will either slow, or haIt the rate of increase in the 

economic growth, creating further bottlenecks in the proce8s 

of economic de velopment. 

The existance of Monetarist factors of inflation can not 

be denied' in Iran, particularly after 1973. Substantial 

Increase in ail revenues combined with the authorities' 

desire" of tfspeed'y development", led to sorne monetary 

mi sman agemen t, confusion and duplica tion of ec.onomie efforts. 

The main cost::'push factors of inf1at~on, relevant to 

Iran are i~port priees and wages. As was mentioned earlier, 
{ 

II"an'8 imports increased sharply due to both oil revenue 

inereases and the development plans. Table (20) shows the 

wholesale priee index anq its major éomponents including the 

trend in the priees of Iranian imports. Amazingly in 1973, 

the import priee index increased 14.3 percent compared with 

an 8.6 per;cent rise in 1972. The annual average growth rate 
t 
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TABLE (20) 
)- .... .. "') 

• 
, Iran: Wbolesa1e Priee Index vith MaJor CO-2onents 

195ij - 1977 

1974 = 100 

General Imported Exported 
Year Index Goods Goods Annual Change 

(1) (2) (3) 

1964 !1.3 62.7 ~3. 9 6.3 0.4 1.3 
1965 59.4 ~ 

, 
.-1.·1 63.0 49'.7 , 3.6 . O.~· 

'" 1966 60.7 63.6 49.2 2.2 -1 •• t{) 4.'3.'·"0 
1967 61.8 64.2 49.4 1.7 1.1 0.4 
1968 62.7 63.9 50.7 1.5 -0.5 2.6 
t969 62.2 " 66.1 53.5 -0.8 6.6 5.5 
1970 66.8 69.4 54.3 7.4 2.0 1.5 
1971 71.7 71.7 57.4 7.3 2.0 1.5 
1972 75.3 77.9 - 66.7 5.0 8.6 16.2 
1973 85.5 89.0 92.4 13.5 14.3 38.5 
1974 100 .0 100.0 100.0 11 .0 12.4 8.2 
1975 105.3 . 04.0 103.5 5.3 4.0 3.5 
1976 119.5 1 b. 7· 12.5.2 13.5 . 6.4 21.0 
1977 136.9 ~ ~ 4. 1 140.5 ' ·~14.6 12.2 12.2 

Average Chanles (Percent.) ... 
i 

(1) ( 2) ( 3) ~ 

1964 - 73 4.6 3.1 8.1 
1973 - 77 12.8 9.9 16. r 

<1 ·L ... 
Sources: The Staot1stical Yearbook of Iràn, 1971, pp:617-623i 

The Statistical Yearbook. of Iran, 1912, p'.634 
Bank Marka zi, Ir an, Economic Re~ort and Bal~nce 

". ~heet, (Tehran,' Iran: 1977 (25 6», p.291. , 
1 • 
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, 
in the' prices of imported gOOd5 was 9.9 percent during 1973-

<"l ~ "0 (If d j • 

-77, 'c(!)mpared with 3.7- percent for period 1964-73 •. 

A dirept international cost-push effect results, 
. '. 

ther.efore" when an increase in the priee of imported gJë)ods 

raises the' overall cost of living for con$utners and as weIl 

raises the 

government's 

cost of 

subsidy 

prOjUetion, 

program, i,5 

"-which, despite the 

a150° pa55ed on to the 

consumers .. The5e, on top of r'ising domestic aggregate demand . . , 

and the original demand-pull inflation of the -immediate 

p 0 s t - 1 9 7 3 p e rio d , g a ver i se ·t 0 1 5 i g nif i c a nt - c 05 t - pus h ,-

elements51 • 

Although the imported inflation in Iran is partiaily due .. 
"-_ 1 

to stagf~ation52 prevalent in western industriali~ed 

cou n tri e s - due in tu r n, • in par t, t 0 s,h a r pin e r e a ses in 0 i 1 

prices53 - it is not correct tO suggest that the -high rate of . 
domestic infclation i5 solely due to international ractor5 • 

. 
On the contrary, most studies on- the s~bjeet report that the , 0 

, 
con tri but ion 0 fin ter n a t ion aIt 0 do ID e 5 tic in f l,a t ion i s n'o t 

more th an 25 percent 54 . A substantial portioll of Iranian 

inflation i5 due to, domestic causes. 

Another i n1portant cost-push element is wage increase. 

Wages in skilled jobs rose up to 50 percent in 1975 and 1975 

and. these rates, combined wi th inefficiency in production and 

sorne other factors - shortages of skilled and semi-sk:tl"led 
. 

wor kers, imper fect ., competi t i veness of c api t aJ ID ar ket, 

bcureaucrat1c.d~lays -'made Iranian industrial goods highly 
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pr iced cempared with thell' _ in ternatienal counterpar ts. 

On,e ef toe indi!catiens ef shertages in labeur market ls 

their cerre~pendlng wages: the inceme cf erdinary labeurers 

rese relatively mere slewly than that cf skll1ed workers: 

wh i l e' a n un ski Ile d cc n s t r u c t 1 0' nIa b 0' ure r w a s e a ~ n i n g $ 5 • 5 0 

per day, a-plpe-fitter cculd take hcme $440-460 per menthe 

Furthermore, a goed bilingual secreta~, an engineer with no , 

experience and a gradûate manager were paid $1200, $2000 and 
<1" 

$4500 per menth, res·pec~ively55.' It'<> was estimated that 

durlng the Fifth Plan period (1973-78),' there wculd be a 

shortfall of 721,000 in labour market, ,cf which almost 80 
; 0 , 

percent.~ould be skilled, and serni-skill~d industri~l and 

skilled censtructicn werkers 56" .. To overceme shortage ef, 

human reseurces, fo'reign wcrkers were bro~ght intc the 

ceuntry. By March 1977, sorne 60,000 foreigners possessed 

werk,perrnits 57 . ~ 
A 

However, despite the existance of.wage cost-push 

elements in the constructJen and manu'facturing ~ectcrs, lt is 

not correct tc .conelude that .wage.-ecst-push pr'essures 

deminated the inflatlcnary process in Iran, since there was 

ne strcng labc~r unien. In additicn; there existed 

censiderable ,rêserves • 
of unskilled labeur ln the 

, , 

,agr ieu 1 tura1 58 ,s~ctor which cont~ ;i.buted t~reugh migr aUen te 

the urban unempleyment59. · Wage increases, therefere mestly 

oécurred in particular ecenemic sectors and were nct ., 
translated inte general priee 1ncrease. 
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, 
In su m, whi1e no inflation .. 'theory ean .expl~ir:t the 

Irania'n. inflation alone, one can 'combine diflerent 

observations to better understand the underlying causes of 
, , 

'inflation in Iran .. 

.-

Higher rela ti ve de mand" compared w i th supply, ther efore 
Q 

cjln mainlyÔexplain the Iranian inflation: while structuralist 
\ ' 

e~ements ean, to sorne extent, explain the rate of inflation 
, , 

during the period un der consideration, the monetarist forces 

assoeiate'd with substantial Ïnereases in oil revenues have to . 

a large extent contributed to the .double digit rates of 

in fla tion of the post -0 il-boom year of 1973. 

Among the cost-push elements, inereases in priees of 
f 

imported goods and 'serv iees eontributed, to a .li mited extent, 

to inflation, w hereas the itself liberal d.mport policy 
'- ' 

li mi ted som ehow thi s pontribl:.lt,1on via sta bil iz atiotl.. \tIages, 

on the other hand, increased in Sorne sectors, but did not 
, , 

seern to h~ve significant contribution in general priees. 

4 - Regression Results 

Table' (2,1) shows the reg'res~ion resul t for the effect of 

money supp y >(M~ and Gros~ Nat1on~l Product (GNP) on priee 

levels ( Price lnde~ 6~.: WPI). 

neral model used can bé written as: 

n 
" "" p = a + ~ B.Y . + ~di M . + e 

1=0' 
l" -1 1=0 

'-1 

where p i5 the dependent variable (WPI) , a~ i5 the in terc'ept 

for the model, Y-1 i5 GNP ln constant,priees after i.years 

, 

l, ~ 
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T~BLE (21) 

Iran: ,Effect of -.. oner Supplr-on-Wholesale-Price In~ex (~PI) 

GNP ln Constant ,Dollars 
l Intercept Lags 

0 ~ 1 2 . 3 

1 -o. 5~ -0.05 - -
(-0.30 ) * (-0.52 ) 

" -2.62 1 -0.05 0.0 l 
1 {-1.41} (0.66) (0.13) 

, -4.29 -0.21 0.006 -0.05 
(-2-~S7) (-2.A7 ) (O.07)' (-9.64) 

I -3. 79 ~ , -0.28 0.08 ' -0.11 -0.17 
(-1.9~ : ('-3.16) (0.78) (-1.46)(1.47) 

4 

Money Supply 
. Le.gs· 

o 1 2 ' 3 

-0.30 
( 2.69 ) 0<7 

0.16 0.29 
(1.55) (2.96) 

0.16 0.27 0.23 
(1.84) (3.17) (2.15) 

0.20 0.23 0.15 0.19 
( 2.07 ), (2. 69) (1. 47) (1. 66 ) 

4. 

,. --

Durbln 
R-squarelwatson 

-~.30 1.68-- ' 

0.57 1. 1.46 

0.75 1 0.81 

0.82 1.29 

0.86 1.21 
5 

5.31 
(-2.28) 

-0.18 -0.16 0.09 -0.02 -0.02,0.18 0;3,l. 0.18 -0.06 0.30 
(-1.43) (-0.83) (0.52)(-0.13)(-0.89)(1.78) (2.98) .(1.21)(-0.32)(1.36) 

.-
* Fi9ures 'in'parenthesis are t-ratios for corresponding estlmated cQefficient. . ~ 

Saurces: Tables (1), (16). For rnoney supply durlng the period 1954~77: 
InternatIonal Financlal Statistlcs, Yearbook, 1983, pp.28~-281. "'-. 
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A 
lag, M_i i5 money after i year lag, Pi and Di are the 

A A P: 

corre5ponding coefficients for Y-i and M-i respectively, n is 

the number of lags and e ls ~he error term. 

Th/ fi ve speci flcations con sidered are' char acteri z ed by 

the lag structure of the effects. As can --I;>e seen, the 
~ 0 , 

contemporaneous correlations of the GN~ ,a,nd meney supply in 

one h~nd ~nd the price level, on the other, aie negligible, 

whereas whefl ~ew years lag are introdueed, Most of .. the 

var iations in the pr i-.:e level equld be linked to the GNP and 
, 

mOCley supply. . 
Theoretleal:èy /31' 132' 133 and ]3,4 are negative ,·and b" b 2, 

b3 and \>4 are positive. In comparing the performance of the 

fits, the one Wi~h 4 period l'ag \tru'cture (regression i4) 

would be Most reasonable in termS~SignifiCance of t -

ratio and R - square of the fit. This )would be the one that 
. 

would Ge discussed below. 

the ~ag structures of the fitted equation imply fhat. 

there i:. a s ign i fieant ti ~e lag i nvol v ed in the rea li za t ion 
<' 

of ,the rt:..sponses. As ment.ioned in chapter one, it should not 

be surpri~ing, aa one may well argue, that frictions in t~e 

e~onomy, market imperfections and strong role of the 

government in the Iranian economy, would lead to such lag 

structure . 
. 

Apart from the lag structure, the coefficients of real 

GN P grow th, a Il ...... ~re negat ive as theoret ica 11y expec ted" 

ê'xc~pt in one case which ls however, not statlstically 

) 0 

• 

l, 

; 
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"1, ______ , ____ ~ 
significant (as the t ratio is 0.18). 

The côeffi~ients of ~oney supply ar~ all positive as 

theoretically expected. However, in both cases, no specifie 
, ' 

pattern in the magnitudes o~ the coefficients are apparent., 
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CBAP'l'ER V . 
Ot.ber Costs: 1nfrastructural' Bottlenecks 

-.:c 
Constralnt 1n A 

'" The supply constr<7 int in ag b"e cons idered 

as one of·sne most lmportant structur~l bott1enecKs of Iran's 
, " 

economy. Agrlcultu're was given a 10w priorlty in the first 

~our developrnent --plans, and al tnough the sec,tor was targeted 
" , 

to recelve 'up to 'O.S. $8 blll1ol) ln the F1fth Plan (1973-77), 
v 

actua1 dlsbursements fell far Short of the goal 1. 
" . 

Over the per10d 1954-7.2 as a whole, the "agr'1cultural:' 

grollith rate was less cthan lfour percen't per annum, a~ about 

the same ra te as the popula.on (see Tabie 22), and far below 

~e combined rate of demand 1ncrease resulting from the rise· 

,in, popula t 10n a n~ incorne. The agricu1tura1 growth rate 
v 

,rema1ned 3.8, percen~ for the perl.od '1973-77, showlng the 
, " , 

1 

lm/est sectora1 growth of the econorny, compared wlth the rate 

of g"rowth of 18 percent for 1ndustrles and ffi1nes, and .16.'4 

percent, for servl.ces. 
" 

, 
The va 1 u e .ad d e d p Y ,a ~ r i cul t ure 

l-ncreased a t an a~erage ra te of fqur pe rcent a yea r dur 1 n9 

1960 -1970 and 2.1 percent a year durfn~ 1970-1975 in constant ,.. 
prlces 2• 

Food accounted for about 41'.2 percent of the average 

urban fam i 1y's expend i tures durl ng 1965-74 (45 pe rcent 1n 

Braz11)3, q.nd famllles ln rural areas, WHll 10wer "lncomes 
a 

spent 61.1 percent of their lncome on 'food durl.ng thl.S: 

'. 
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'" Iran: Inde .. 

Year 

1952 
1953 
1954 
1955~ 
195~" 
1957 
1958 
1959 
1960 
1961 -1962 
1963 
1964 
1965 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 

t 

'. .... .. 
.p' 

o. 

'fABLE (22) 

0 

Ruaber Of 'rotaI ~ricultural Production , 

(I9S2 - 1917) 
(1952 - 1956 = 100 ) 

Index Number percenta~e çnan~es 
0 

90 
·97 7.8 

99 2.0 
102 3.0 
112 9 .8 
118 5.4 
120 01.7 
128 6.7 ;-
125 -4.0 

,134 7.2 
132 -1.5 
141 J .0 
139 -1.5 
148 6.5 

,153 3.4 
153 0.0 
168 10.0 

~ 
175 4.2 
179 ~ 2.0 
177 -1.0 
198 

ft 
12·9 \ 

203 2.7 
212 . 4.3 
214 . 0.1.8 

114 
" f 

J 

1 
1 
1 
f 
1 
i 

,0 
, '. 1·. 

.. I.::...~ __ = .. --=-, i-~. 

" 
r, 

'. 
1 

, .' 
1976 

',~ 
230 7.4 0 

1977 239 ~ 
3~8 ----~--------~------------------------~--------~---'~ 

Noce: (Dlffereot base years~ have been cooverted ta base 1952- "': 
1956 = 100). , ~ 

-Sources; Unl.ted 'Natlons Food and Agrlcu1tura1 Organl.Zatlon, 
(lta1y, Rome), Vol.20, 1966, Page 28; Vol. 25, 
1971, Page 30; Vol. 31,1971, Page 76. 
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Around 80 percent of aIl farm faml11es are engag~d 

in traqitlonal agrlcultural actlVltles at a Subslstence or 

seml-subslS1:enCe level. On a'erage, they wock approx'lma1:ely 
1 

four hectares, but then the amount of lrrlgatlon lS 

lnsufficlent: Accordlng tU the data on land use ln late 

1977 5, of the country's 165 ffil:l1ion hectares, about 50 
\ 

" were arable ln the sense that 

aval.lable, the sol1 could qe cultlvated. 
0. 

if"water were 

Of thlS arable 
. 

land, only a,bout 20 mllilon he-e-!ares had ever be\en 

cultlvated. In 1914, about 3.8 ffi,llilon hectares were under 
.a. 

lrrigatlon and an estlmated 4.8 mlillon hectares were uoder 

dry farm l ng • 

. L1VeS1:0CK and IlvestocK products are extremely lmportant 

to botb the natlonal and the rural economies of Iran. The 

IlvelibOOa' pi more th,an thre'e milllon people depends upon 

hvesto;Jt, WhlCh contrlbutes approXlmately 33 percént of the 
\ 

total value added by tne agrlcul tural' secto!:". fileat and dany 

products account for 80 percent of the total value of , 

llvestocK produ..cts 6 • Total anlmal heads produced ln rural 

areas lncreased sllghtly from 75.1 million in 1960 to 77.6 

mlLllon 10 1974 7 , an overaU lncrease of less than four 

. percent for the entlre pee iode Stagnation ln rural areas led 

tO'""" a st-t-uatlon whereby ov..elfall agrlcul tural productlvlty grew 

v~ry little and the output of ,the small farms sector grew 
• Q 

nardly at aIl. Per person valOe added grew very slowly - 1.9 
Il 

pe,rcent per annum - during 1959-728• 
o 

115 

-

1, 
i 
i 
1 

, . , 

,-,<. 
" 

, ~ 

~o -:---:----~c" \~-:1 
.";: ~ ;;~~~\ f~:~4!~r~}~';:_"'~"::~~~,~':~J "'S1;~;~:::""~::TJ};~~f/~'\' .. ~" :~:"I~"~?;;' 



\ 

, ' 

l 
1 , 
1 
" 1 
t , 

1 • 
o~ f 

i 
! 
C ' 

-1 
'1 . 
, 
c · S 
~ 

! 
r • ! 
,-

f (~t 

1 r, 

f 
t 
, r 

f 

~ 1 

1 
f . ~ , 
! 

; 

1· 

( . 

• 
, , 

.. 

The agrlcultural sector, once the largest sIngle 

ctmtrlbutor to the lraman economy, has thus remalned ,la'rgely 

uncnanged w~lle ~ other s~ctors showed tr~mendous Improv~ments. 

One of the most strlKing structural changes ln .lran's 
~ . 

economy, therefore, l.S the sharp decllne l.n the relatlve 

o contrlbutlon of agnculture and the lnc-r~ase of the relatIve 
. 

contrlbutlon of ;industry and T.llnlng. As can be seen ln Table 

(23), the share of agrlculture ,ln no"n-oll- GNP decllned 

cons tant'ly from 30.8 percent ln 1963 to 24.3 percent ln 1970 
1 

and then to 14.6 percent ln 197~6, Whlle th6~ of .... lndustry-

mlnlng and serVlces l.ncreasl:d from 20.4 percent and 42.9 
... 

" percent ln 1~63 to 31.9 percent' and 49.9 percent ln 1976 
, 
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respectlvely. "\ 
. "-

Employment 1.n agrlculture has droppep from 56.3 percent 

to less tnan 35 percent of the t·otal labour force durlng 1956 

- 76, wh1.1e those, of l.ndust.ry and serv lces has Increased from 

• 20.1 percent and 23:6· percent to 3,5 percent -and 30 percent, 

rèspectl ve1y." fO,r tne same per lod9 • However the bulK of 

agr1.cultur'e: ln Iran stlll remains' hlgtlly labour~lntenslve • 

Most crops ln Iran are stlll hanresteq and fertlllzed by 

hand. The rapld and wldespread Increase l.n the use of 

tractors ln Iran ln the late 1960'5 was not matched by a­

Slffillar development in mechanlzed farmlng -technology, and' 
'/ 

al m 0 S t n a a t t e-m pts w e rem a de tOI m p lem' e n t the .u seo f 

machlnery to ,the fullest ex~én~ at i~e farm'level 10 • 

One of the'" maJor fac'tors WhlCh nas held ~bac~ the 

Q \ 
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TABLE (23) 

Iran: Gro~s National Products and Its Main Components 
(1963 "" 76) 

• 

Bi 11 ion Rials Percentase Share 
GNP Non-oil GNP. 

Agri- Industry l\gri- Industry 
cultural Oil + Mining Servioes GNP o il' cultural + Mining 

98.4 40.6 65.3 137.0 3-60.3 11.3 30.8 20.4 

160.6 140.1 
, 

168.1 314.7 801 .9 17 .5 24.3 25.4 

430.1 1741.4 939.4 1468.7 4684.0 37.1 l4,.6 31.9 

Soûrces: The Statistlcal Yearbook of Iran, Year 1977, pages 658-659; 
The Statistical Yearbook of Iran, ~ear 1972, pages 680-681. 
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expansion of agri~ultural productl.ons has been the weakness 

of existlng agricultural cooperatlov~s resultlng from the 

shortages of" both funds and tra i ned ex"perlenced manpower. 

For the years 1963-72, 87 percent of aU loans made by ma] or 
l 
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agrlcul tural cred i t lnstl tutl.ons . to farmers were short-term· 

loans. The supp ly of agr ic u l tu raI cred i t ln' Iran !>las been 
. 

lonadequ'ate and has acted as a constraint on agrlcult~rai 

development. There are aiso many' l.nstitutlonal and 

bureaucratl.c .lnadequacles, unnecessary procedures, and , 
detal.led secutity requirements, Wl.th accompanying paper-worl< 

, . 
and delay:, aIl of WhiCh reduced the ef'fectlveness ~f these 

speCl.allZed agencles as deveFopment credit institutions ll• 

These factors, among other thl.ngs, contr ibuted in creating a 

sltuatloQn l.n WhlCh Investment in thl.S sector wa~ low, causing 

commercIal farÎners to feel insecure about thelr future. 

Among the problems on the marketing level loS that there 
Q , 

are usuall.y several middlemen through whose hands 

agricuiturai produets pass before reaching the consumer. 

There are, as weI l, w l.d e seasonal prlce fluet uations. The 

marketing system has been geared to serve only a ·few large 
1 • 

urban centers. S inee most commod l. tles are not gçad'ed for 

marke ting, Iran i an consumers a re cha rg.ed substan tially 
1 

dlofferent prIces f:or the same' commodity. PrimitIve handll.ng 

and "storage facillties result in hlgh losses. Th~ long 
o 

distance between producers and mark.et results in hl.gh 

transport costs which contnbutes to high per-unit production 

" , 

_., 

, , "." 
-,---..,... "1-;.-~ - ---___ ~r 

' . . . \ , . ' . (' 



\ 

" 
119 

costs; this l:ow produetivity bring~ about high pr~ces of a 
~ , . ~ 

number of agr ieul t ural commod i t ies.. The' produc er 's share 0 f 

the retail pr ice can range from as high as 70 percent in the , c 

case of wheat,' to as low as 20 percent in the case of 
, . 

vegetables 12. , 

Aside from the shortage of water supply and skilled 
-

manpower at aU levels in agricu.ltural sectors, whieh are the 

two most limiting factors, th~ other sho'r~comings can be 

" summari zed as follows: poor and rapidly deteriorating range 

lands; difficulties and/or ineffectiveness in the 

,implementation of price support pQlieies for crops and 

li vestock; in adequa te supply of agr icultu raI inputs; l ack of 

adequate infrastru cture; lack of pr ivate entrepreneurs ,to'!.-
( , 0 

\. invest in agriculture; insufficient coordination among the 

~ 

( ) 

ministr ies and other autonomous ~gencies res~~nSi bl~ for the 

various aspects of agricultural development. ( 

Iran, like most LDC's, has concentrated on land r~form. 

Before the land ref orm program of 1962, 60 pereen t of l ranian p 

farmer~ were tenants, while 'frequently' abserltee landlords 

w ith large hOfdings - who were only one percent of the rural 

populat ion - owned about 56 percent of the total cul ti vab'lf 
i 

area 13. About one -third of the tot"tll agric,ultural land held 

by these large proprietors was controlled by 0.2 percent of 

the agr icul tural popula tion. Small holders and peasant 

owners were esti ma ted to have had between 10 and 12 percent 

of the total cult! vated ·land. 

-------( • .> 
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Land ownership _was characterized by OMDEH-M~LEKI and -~ ___ = 

KORDEH-MALEKI 14 . Most c;>f tge land was divided into large 

esta tes (OMOEH- MALEKI) ow ned by absen tee landlords who would 

value land mostly f~r the social, prestige and hence were 

sfltisfied w1th low yields" One léln~ in Khorasan Province 
- 0 

in 1962, for ~xample, was reported to own, 136 villages and 

four landlord~ ~wne~ most of the villages in Kordestan 

Province 15. A'~CO;ding to one estimate, 37 families alone 

J owned 19 ,0,00 v~llages, Le. around 38 percent of the total, .. 
whilst another group of medium -landlords, ownin~ 1 - 5 

villages each, 

total 16. 

owned 7,000 villages, or 14 perceNt of the 
<' , 

Among these types of land ow ner shi p wer e those of "WAQF" 
< 

properties, in which profits or rents were assigned for 
o 

charitable uses of a public or private character; "KALISAT-I-, 
DULATI" were. retained tfy the government and "AMLAKI­

SA L TAN AT l Il W e r eth e p ers 0 na les t a te 0 f the S ha h • T'h e 

remainder of the land consi ste'd of small fat-mers which were 

cu l ti vated by peasan t-owned 'properties - KORDEH 'MALEK! - who 

had ne1ther the cap! tal nor the know-how to be efficient. 

,Far mers who required credi t had to turn to the owner s of 

the l~nd~ on which they worked, or to money lenders or 

merchant.s with ge~erally ~igh inter\st rates. Thi s resulted 

in a si"tl,l'ation whereby many farmers remained al.Most 

permanently in debt. 
, 

, 
~ , ~ 

The main goal s of the lan d ref<;> rms, 

therefore, were to destroy this type of f'eudalism, to improve 

" 

.., ,1 
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the far mer '5 standard .,.of ,li ving, and ta \eeeler ate the grawth 
'1IP , "'p 

ra te of output of agr ieul tural pr aduet s. 
~ "':l 

The land reform prôg-r-am cansisted of three phases, 

throu,gh which sorne 2.3 mill ion farm families, hold ing about 

eight ~million hectares, have been directly affected. It 

li mit e d the l a r gel and h 0 1 d i n g s t~ 0 n e v i 11 age" 0 r it s 

equiva1ent' (400 h'ectares of irrigated land). The farmers who " 

received land had to join a cooperative and repay the full 

priee of the land over a p~riod of 15 years. The second 

phase, which began in 1965, lowered, the ~aximum holding to 

30-90 hectares. Ii was 6f<Cicially completed in 1971. Taken 

1 together, phases one to three seern to have given land to 

about ~J638,000 families, 'yet this figure is under half of 

the total number of rural families· in Iran 11 • 

.fiowever, there wer~ sever al problems which were not 
, 

eff"ectively dealt wi th through the land reform program. The 
t 

m~in problem was that it did nothing to help ,those who had 

farmed unders.;ized plots of land, those· who had no land at 

aIl, and those who had worked thè lat;ld which was legally 

retained. As D. Craig writes; "land titles changed hands, 

the KAD'KHODA 18 é!nd the landlord were excised from village ------ .... , 

. affa irs and the new inst1 tution were est'abl i shed. Howeyer," 

in Many ways, the changes came full circle and several of the 

pre-reform problems remained unsolved ten years after the 

reform"19. 

Land reform program dOid not end the relative stagnation 

l-
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of agricul turej invest ment by rich landlords stopped, and the 

program did nothing to inerease investment by the new1y 

estàblished, sma11 land owners. As the Qanats, for e~ampie, 
1 

whie~ -ta~ a water bearing stratum, usua1ly in the Mountains, 

are rela~ively expen,sive te construct, water supplies have 

tradit~onal1y tended to be10ng to large land owners. After 

land reform, their use was éctreme1y limited beeause of 

financial incapability on the part of new landowner.s, and 

insee u ri ty and lack qf mot i va tion on the part of old ones. 
(, 

Government subsid ies for farms were not suffie ient and 

the agr icu 1 tural credi t inst i tution wer e not able to meet a11 

their finaneia1 needs. 
r---. , 

Af.ter the land reform program, Iran - a country with a 

brief traditi9n of failure in organiz~ng agricult~ral 

cooperatives - suddenly had to create hunareds of new 

cooperatives to a~sume responsibility for, many functions' 

f~rmer1y provided by 1andlords20 • However, even in ear1y 

J970".5, the agricultura1~~cdoperative bank had sorne 160 

bra'hches in Iran, compared to sever al thousand for com m'ere i al 

banks - henee the phenomenon that a:;t on~ moves a way from the 

cities, the reliance on non-bank credit increases21 : 

Furthermore, during the period agricultural credit 

institutions were responsib-1e for 31 percent of the total 

amou,nt, of loans obtained by farmers; 20 percent were supplied 

by commercial banks and the remainder was ob'tained, from 
, 

private money lenders, mi.dd1emen, traders. and relatives.. 
" 

-

. ' 

/ 

- , 
i 
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General1y, these lat ter loans ca rned v,ery l'ugh rates of 

i':lterest (25-50 percent), including' those from rél.atlves, 
4 ., ... il d 

wlth the advantage of re,a,dy availabll ity, compared to a· 

Shortage of institutional cred i t,. - The fa rIU ng sector, 

conSl t l tuted about' one-quarter of the grosS .domest~c 'product;, 

yet farm loans .to the sector represent,about one-tenth of aIl 

instl tutlonal credit to the prlvat~ sectors 22 • 
• 

The government's a ttent lon then beoeame focused on the 

interefjts of urban consumers, rather than on the support of 
. ... 

agrlCU 1 tura1 development prog rams. Theré was a wldenlng gap 
1 • 

between the growth ln food demand the growth of domestlc food 

produc~lOn. During 1959-75, ~he demand for food 'lS estlmated 
~ 

" 
, 

to have grown at about 9.5 percent annual.ly, 

" 
wh l.le tne 

production of food lncreased only J~hree to fou,r per~ent23 • 
. 

8y the mid-l970's demand' for ag~lcultura1 products was nsing 

by 12.5 percent per annu·m and ""as expected' to reach 14 

percent over thè f<;>!1owl.ng decade as lncomes rl.se over a"Wlde 
, , 

spectrum 24 • This 1ed to a very rapl.d growth in agricultural 
.. 

l.mports, fr~m ~LS. 27 ,bll:J.ion ln 1973 to RLS. 47 bi.lllon in 

1976 25 , despite which food supJl,ies ln urban centers have. 

been l.nsuf f l.cient~· Thi s" was t;:eflected by prolonged shOrtages 

of certain stap.le- foods and b~ strong 

wholesale an9 ret'ail prlces. 

, 
Upward pressure on 

Rapld gro~th of overa.ll demand, especia.lly demand for 
. ., 

food )ihlCh had low lncome and expenditure elasticlty despi te 
J 

its tnece!Jsl.ty', and the relative stagnation in agricultural 
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" " 
ou~put led to '\ a si tuation 'in which the f'o'od pr iee index 

upw a t-d • 
. showed a sharp tt,end. L.ack of supply re~ponse, to h1gh 

, ' 

" priees was 1ar g'ely dùe" to techn ica1 factors which eou,ld not 

be ovetcome w'i thout investment. Lac.k of cred it for investment 

wa~ in tu'rn due 'to poor rur,al institutions and l.mpropero 

coordi'nation in thè pro~ision of' such facilities. 
, ' , 

During the, per iod 195,9-72, the annual compound rate of 
r 

increase in .food priee index was 3.4 percent'compared with" 

13.0 pere ent .for th"e per i od 1973-1126 • Among the food items 

on the price indexes in 1977, vegetahles and fruits, with an 

average increa:'le of 24.8 pereent~ and meat with an increase 
, . 

of. 21.6 percent were very significant forces behind the 

() inçreiise~ln the food price,index. 'E}read ànd riee are the 

',' 
'" . , 

. 
major food stap1es of most Iranian people. c During 1973-71, 

!) 

, " 

the ,priee of this group of foods increas~d 15.5 percent per 

year on the avera g,e. Rice had a p:.rice ·increase of' 117.5 

percent in 1976, com i?8red w ith that in 197527 , , 

These ïnereases in priees produeed little supply 
, 

respc;mse mostly f?r reasons analysed previously (la·ck of 

irr igat ion" in effie ient land reforms, ,bureaucratie stru e ture, 
- " '~) 

etc.). It has been ar'gued that .farmers are not suff'iei~ntly 
, 

motiv.ated in LDC's because of' low priee of agricultural 

products; Iran ~~ovesl ho~ever, that t~ problern is not so 

's-imple. High priees might' be a neees-sary condition for an 

increi;lse in supply but not a suffic'ient on~. 'Institutional , 

r'igiditi~s, have to be reckoned with. 

) 

The priee of eggs, -for 
-4 

". 

~ . , 

" , . 
,', , 
r, 

, ; 

, , 
"'" t '! , 

i 
" 

l 
/ 

1 . 
;,. , 

~ 

1 
.1 

t , 
~ ., 
1 

( 

1 
i 
{ 

i 
l 
l 
~ 

_Â 



~() 
, , 

, ' 

() 

.. 

" 

'r : ~~ -', ' .. 
> 1 ' 

• > ' 
o ,'. 

~i:i5 

, . . : 
~ ... 

, " 

- ',ex-ample, inere"ased 21.6 percent: in, 1977, epmpared with tnat 

, of the previo~s year •. Nevertheles's, th'ere ~'as a c~ntinuè~s' , , 

~ 'p~hortage of this produc~t. These, were' a,bi30,lute:,·p'~_~·ce 

increase Sj relative priees also -enanged somewhat·, be~·~.Ï4'S'e 
, " 

supply elasticities werè different for 'diffel1en',t ptOd,\lctS'; 
~ . " -

On the whole, food, priees iner~ased bee'ause of thê 8~.dde~ 
" 1 l 'l. " " _ .. 

i~ection of oi l re\ienu~s on the one, ha~d'. 'and the .relati ~ëly' 
') , ," a' 

slo'w ine r ea se ,in agr ieul tu r al pr. odue t ion 'bn' the o,t her. T~e --.. ., .. ~ , . 
inc,reased· ineom es wer e spen ~ among other, 1?-hi:~g~,. on food .'.'" 

" 
.. ~ l' . " 

/--, L 

2 _. Migrtat*on and Urbanization 
'\'>' ' 
One :'Of the maj9r structural 

, 'o' 
, , 

" ' 

d •• .... ~ • 

change's''''in Irano dui'ing:tl1e , , , ' • 
past 20 years has.b'een th~ migratioorof,labour'away"'frbm' . ~ , , ~ . ... . ,," '-
agrieultur~l rural aréas toward industrial urban. cent.e.ta. 

• 4' j ," .. 

, l 

Table 24 shows the division of Iranl.s population between· 
ç 

1 , . 
rural (gnld urban area;t. l , 

In 1963, 36.2 percent 
,\0\ " 

of the total p~puUation lived in 

, . 

urban areas with the rèmaining( 63',8 pergent in rural ar·e.8s,'"' 

, } 

-
wher eas in 1976, tthese rates were 4 6'~8 , perce'nt and 53'.2 

percent, respectively (see Table 24) • Trie urban populat·ïon , 

grew at a corn pound rate of 4.7 per annil m ~Otl the '·avera'ge , 
, . 

during 1963-76, while that of the rtiràl populéltion was 1.'8 
'" •• 01 • 

percen't during the' same periode These-growth rates éan be 

compared with the country's overall compound p'opulatlon 
-l, -

/' 

growth' rate whi,eh was 2,.8 percent during' the same period, 
,~' 

.' 

indicaÙng several factors. First, the urb~n population "was 
i 0 

'increasing at a faster rate, c~)D'pared 0 w ith th~' total gro\of'th 
! 
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Iran: Shares of Rural and Urban Popù1atioD 

, (1963 - 1976) 

1963 
1964 
1965 
, 96.6 
1967 
1968 

"1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 

. Percent ......",J 

Urban 
\ 

Rural r-

36.2 <Jo 63.8 
36.8 63.2-
37.5 62.5 
38.0 -62.0 
38 .6 61.4 
39.4 • 60.6 
40.0, 60.0 
40.7 59.3 
41 .3 58.7 
42.0 58.0 
42.6 57.4 
43.1 56.9 
44.0 56.0 .,. 
46.8 " 53.2 Q 

\ 

...... 

,Source: . The Statistical Yearbool< of Iran, 1972, p.36i 

.' . 

... 

The ~lan, and Budget Organ\zation o.f Iran, The 
Stati stica~ Center, The Selected Statistics, 
1976" p.6.' 

.( 

, .. 
. . 

',1 

" 

',0 ! 

126' 
r ' 

.' , 
"-, 

l', 

-. 
\. 

,:t. __ 1 

• 

,' ..... 

... , " 
, . ' 

/ 

-

.. 

1 
L 

1 



}' 

o 

( 

-- '. 
121 

, ' , ,) 
~ -' 

urban 'populàtio,n lncrea'séd .. 
. 

ra te of popul~ tian. Seco'nd, the 
. 

a:t a' ra te more than twice the rate of rur~l popula tion. ~ 
. , 

'Finally, the difference of 2.9 petcentage pOints (qetween' . ' . 

urban' and rural ,populaq.on growth rates) is mostly due to 

high ~ates o'f rural-urban; mlgration. Whlle rural migration 

. " 
comprlsed 44 percent,'of the lncrease in population of urban 

" 
<> • 

jireas between 1956 and 1966, the mlgrantos account'ed fqr as 

much as '50 percent of the 1.ncrease in t~e urban popula'tlon 

, ,d u r 1. n g 19 6 6 - 7 7 P e. riO d,la s'a r e sul t the de g r e e 0 f 

~rbaniza tion28 rose sh~rply from 31.4 percent in 

'r· 
o 

1956 to 46.9 

percent . , 
, , 

lt is important to note, however, that urban migratlon 

f (m"avement from On~ large ci ty to another) aiso Pla'yed, an 

importan~ role ln popul~tion, lncrease~ of some large ci ties. 
o , • 

" 
A study done in 19,69 ln--th.e---E.i ty of Shiraz found tl'}at 42 

percent df, the population of Shlraz 
, 

were m1grants. . , 

ApproXlmàtely three~fourth of the migrants were qat1ves of 

o the r c i t les ln Ira n , c q m 1. n g' mal Îll y\ f ~ 0 m T.~ h ra n , . 

Isfahan and Abadan 39'; .Thi~ can partly be explained by the 

fact that Shlraz,' by' ~}d' lar~e, lS a cultural, medical 'and 

intellec tua~ center for: the, southern part of Iran. , 

The number of resldents ~f .the 14 largest cltl.eS of Iran 

increased fram 3.5 .• ülllon' ln~ 1956 to 5.S ml.lllOn ln1' 1966, 

ahd reached 8.8, mlllion in 1976 (see Table 25). In 1976, 
. . 

,1 

about one-hal f of· the urban populat1.on, or more than one- \ 
)-' '. 

quarter of the .total populatl.on of Iran, lived. ln the 

\ 

" 
, , 

l, 
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TABLE' (25-), 

Irans Distribution Qf population ln Cities 
. (1956 - 1976) -

1l1lIion 

,City 1956 1976 Increase (Million) 

'l'ehr-a.n 1.5 4.5 3.0 

Other* . 2.0 4.3 2.3 

Total 3.5 '8~B 5.3 

* Oth-er 13 .largest" cities with population of more than 
100,000. 

Sources: The Statistical Yearbook. of Iran, Year 1972, p.3a; 
The Statif;>tical Yearbook. of Iran, Year 1977, p. 3 5. 
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, ' 

country's 14 largest cl~ies. Tehran's populatio,n increased 

from 1.5 million to 4.5 million ,residents during 1956":'76, and 

became the main target of immigrants. 
\ 

The number of citi-es with 5,000 inhabitants or more 

lncreased from 265 .in 1966 to 366 in 1976. More than hal f of 

the urban population lives 1in Tehran, and tlhe fastest growing 
, 

towQs are those with less than 10,000 inhabitants. ·By sorne 

estimates, the movement of rural workers since 1973 has 

averaged ye1arly about eight percent of th'e rural 

population 31 • 

Two. main reasons .for this migration have been the . 
conoentration of large scale manufacturing industl1ies in the 

Î 
urban ?enters, and the relative stagnation of agriculturaf 

" areas. Industrial acti v i ties - defined as manufactur ing and 

mining, construction and electric power - accounted for 31.9 
, 

'" percent of the non-oil GNP in 1976, compared with 20.4 

''-

! 

percent in 1963 (see Table 23), The liberal policy of' 

lndustrial credit and changes in composition 0' industrial 0 

production are major factors behind the Iranian industrial 

boom. The output of durable consumer goods increased faster 

than t~at OÎ non-durable goods, and this, made possible by 
.Cf 

credit facilities provided for investors, led to t~e' 

concentration 'of new industries in major etqwns as weIl as te:!) 

migration to these areas. 
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.. 
this migration is the 

. -
sery ice,s in ~rban areasj 

accord ing to a report presented tp the gOY ern ment in 1974, of 

the 10,000 doctors ir> Iran, 5,000 are in Tehran, more than , 
1 • 

3,000 are in 'other citLes and only 1 ,500'are in rural areas. 

In Tehran, there was one doctor for every 878 inhabitants, 

while for the rest of tLe country thi s figure was 5,011, and 
l ,,"- '---

i n som e rem 0 tep r 0 v j ~I ces oS U cha sEl am, i t w a s a s' h i g h as 
" \ 

12,570 33 . Furthermo~e, tr.ere are 40,000 hospital beds in the 

country and a11 of them are in Tehran or in other large' 

cities. ~As a result, pers,onnel and faei1itie,s are 

concentrated in Tehran, while in practiee 18 million Iranians 

have no aeeess to an,y of the ~erviees offered by modern 

advanced med~cine34. A 1973 study35 ab6ut hhe he~lth care' of 

a provincial Iranian town (Maragheh) found that consultation 

of private physIcians vari,ed directly with social class, 

while dependence on public h'ealth varied ind,ireetly with 

c la s{i. 
tf; 

While' the weéillthy and the civil servants could afford 

t 0 vis i t.. pr i vat e ph J sic i ans, the po 0 r 0 f the t 0 W n rel i e d 

heavily on the public c1inics, which they knew provided 

in adequa te eare. The aver age èonsul ta tion in pu bl lc cl iniés 

last~d less than two mInutes. 
, D 

Other major factors contrlbuting' to migration are: the 

widening gap in rural incom~ between rural areas and urban 

centers; a growIng agrlcultura1 mechanization resu1ting in . . 
~ , 

agricul tural unêmploymen t j certain di splac ement e ffects of 
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the land reform; hlgber product~vity per worKers ln 

'industry36 compared Wlth the~over-poPulated agrlcultural 
J J. 

'sector WhlCh led to h~gher wages 37 and better worKlng 

condltlons ln citles; the lower cost of.certa'ln 'staple ltems 

in sorne maJor Clties under publlC 
'3 

subsidles and the bad' 

ha r v est 1 n 19 60 , w h 1 Cha C cel e rat e d t b~ st à 9 na t ion ' ,1 n 

agrH:ul tural products 38 • 

Labour, therefore, ~moved from the countryslde to the 

cities, but Slnce this was not 'surplus' labour, nor was It 

~ ,~ 

replaced by the lntroductlon, of new technlques Gr cap,.al, 

the relatlve shar,e of agrlcultural output decllned r~ldly39. , 

The government trled to create enough new employment 

opportunl tles to absorb nO,t only tne growth of actlve 
• j 

pOJ;>ulatlon but also the new' mlgrants from rural to utban 
4 

centers. lt allocated substantial parts. of already 

Increas l ng G,ross Capl ta l Form at 10n to ser\/' iCes, to absoFb 

ex-cess labour force ln the product ion of serv ices. For , 
, 

instance, the share of serVlce sector ln tOLal Gross Flxed 

CapItal Formatlon increased from 10.2 percent (Rlals 29.2 
, 

bllllon) ln 1972 to 11.6 percent (Rlals 163.1 bIlllon) ln 

1974, havlng an average annual rate of lntrease of 92 percent 

durlng this perlod 4U • In the ~ld-1970 's, about 300,000· new 

worKers were enterlng the labour force each year, out of 

whlCll, the indust,rlal sector 'lias ~at most able to absofb 
• 

70,000, leaving the rest to the already expandlng serVlce 
\ 1. 

sector41 • -== 1 

) 

• 

-

1 

it. 

" ' 

!' 
,,1 

ï 
:' 
i 

Il 
~ } 

1 ~ 
------=::;~ '-,1 .- ,"1n-'I~ .. ,"",~n.,.--

r .; 



s 

, . 

\ 

132 

The migratlon caused many social and economlC problems. 

Due ta the increaslng demand for hOUS1.ng, for .example, the 
.. 

prlces 9f construction materlals and· constructlon serVlces 

Increased dramatlcally, and thlS category made a maJor. 
\ \ 

contrlbutlon tO the overaii lncrease ln wholesale prlce 
~ 

Indexes. As' Table 26 shows, the annuai average percentage 
" 

changés' ln the constructIon materlais index was 17.8 percent 
~ -

• A 

durlng perlod 1972-77, whlle that of wages of construction 

workers "las 31.5 percent durlng the same perlod. However, 

salarles dld not keep pace w,lth the cost of llving ln the 

cltles and even weIl pald clvl.I servants and relatlvely 

prosperous mlddle class, were paylng 50 to 60 percent of 

thelr salarles for'ho~sl~g42; there were treme~dous increases 

in rentaI for homes and apartments in urban areas. For , ~ 

exampIe, the rentaI Index went up. at the rate of 22.7 Percent 

in Tehran ln 1977 43• 

RaPI~ urbanlzatlon hi,.s 

tri:mspbrtati.on and communlcatlon. 
i 

exacerbated problems of 

The extent of the problem 

can be lllustrated wlth the example of prlce of potatoes 

Whl.ch were Iike anything eise lncreasing. At the same tlme 

potatoes were rottlng ln certain rural areas be'cause of laCk 

of transportatlon facilltles. The case of potatoes was by no 

means' except 10na'1. \ An est 1 mated fO to 30 percen t of 1 ran 's 

a9rieuiturai production was lost to spollage for want of 

refrlgerated transportatlon and cold storage facilltles 44 • . \ 
At the sa'me tlme, priees of transportation and communlcatlon 

, , 
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.-

Iran: Percentage Chanxes ln Construction lndéxes 
( 196 - 1977 J ~ 

--1 ~ " 

/ 

A: Wa~es of Constructlon WorKers B: Priee Index of Construction Materlals 
~eral Ski lIed Unskilled General 

1968 11.5- 8.8 16.8 a 
1969 14.3 11.2 '19.6- 22.4 
1970 3.8 2.8 4.8 0.1 
1911 2.7 3.7 1.8 -0.4 
1972 17.5 17.5 17. 3 r 7.4 
1973 21.6 26.1 16.8 21.7 
1974 28.9 26.3 31.8 28.4 
1975 47.1 ... 44.7· 50.8 5.2 
1976 39.4 ·42.1 35.5 25.5 
1977 34.4 34.8 33.7 " 18.8 

Sources: Bank Markazi Iran, Annual Report and Balance Sheet 
1972, p.233; ~ 

"-
8ank Markazi Iran, Economie Report and Salance Sheet 
1977,° p. 212. 
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{ : " were up by 31.9 percent ln 1977. Obvlously, the main factors 

behlnd these increaslng rates can be found in the shortage of 

pl,1bllC utllltles and houslng, 
, 

overcrowded publ ic facll! ties. 
. . 

traf f lC t~e-ups, 

~ 

Wlt.h nlgn and increasing per-caplta lncome ln 

centers, the dernand for most ~terns, especlally f~d 

and 

urban 

grew. 

Farmers and agrlcultural producers in rural areas suddenly 
. 

~ecarne consumers ln urban centers, and thlS added to the 
ft:::, 

.., constralnt and ~llgh lnflatlonary pressures already eX1Stlng 

ln tnese urban centers. The Iranlan government, faced ~rlth 

th"ese contralnts, concentrated on lt{5 social and welfare 

programs. The rural areas, therefore were neglectest to a 

great extent and thiS led to further s~agnation ~f rural 

population, blgger gap between rural and urban atandards of 

living, and therefore, more migration and higher inflation 

rates. 

." 3 - Changes ln Income Dlstrlbutlon 

, 
The flrst in-deptn ,analysls of the\-, country'·s -'ncome 

distributlon was undertaKen as part of the lLO comprehensive' 

strategy mlSSlon ln 1971-7245• Tne study found an extremely 

concentrated distributlon of income for the country as a 

wnole. The lnltlal ~tud~es46 suggests that th~ country's 

lncome distribution lS determined to a greater extent by tne 

type of employment than by geograpnlc location, Wlth the 

former playlng a larger rale in the urban area, whlle the 
\.. 

'1 
1 
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latter were .more Important ln rural sectlons. 

Flrouz VaJtll 47 sugges~s that the probable patterns of . 
~ 

spendlng of 011 revenues have been ln favour of urban areas, 

as opposed to the rural areas. The urban - rural gap48 has 

wldened subst.antlally from the tarly 1960's to the mld-
. 

1970 's. ~lnce the massive Increases ln 011 rev~nues were 

accompanled by h19h and In~reaslng rates of Inflatlon, then 

It can be suggested that inflatlon did not reduce thlS gap, 

and ln fact Increased lt ~o sorne extent. Furthermore, whlle 

urban and rural private expendltures-were estlmated ta be 

almost even ln 1959-60, they are belleved to have chang~d to 

a roughly 75-25 ratio per caplta of total prlvate co~sumptlon 
Il 

ln 1975-~649. Accarding ta an Iranian offlcla1 50 , average 

urban income was 5.S times higher than rural income in 1977. 

Another way to analyse the redistrIbution effect of oil 

money 15 ta investigate, if there is a positIve correlatlon 

between Inflatlon and prlvate Investment; that lS ta see If 

the hlgn "rates of Inf)ation caused a transfer of resources 

from consumptlon sector to'the savlng sector whlcn, in turn 

would be transferred ta Investment sector. Prlvate 

l', 
conSUl!lpt lon expend i ture increased at an av~rage annual rate 

.of 25.2 percent durlng 1973-77, whereas tbis rate was Il.3 

percent for tne perlod 1963-72 (See Table Il). 'The share of 

prlvate sector, from the gross fixed capItal formation was 44 

percent ln 1977, wtllch had an annual average rate of growth ... 

of 30 percent during '1974-77 51 • Based on the abowe 
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infor mation, both pr 1 vate consumption and pri vate in vest ment 
~ 

were on the rise, particu1arly after 1973. Oil revenues, 
~ 

-J 
therefore, provided suffic1ent financia1 resources for 

the Iranian economy, such that the private s,ector enjoyed 

both hi gh rates of consumption and in vest men t. In addi t ion, 

the private investment was mostly allocated in more 

speculative form of ac~ivities, with a short gestation period 
" 1 

as opposed, ta investment in heavy industrYJ and public 

utility. For' e x a m pIe 36 p e r c en t 0 f t 0 t a lin v est men tin 
, 

constructi'On was provided by private -sector (Rials 424 

billion) in 1911 52 , which waB mainly ~pent on semi-luxury 

resiJe'ntial buildings for those in the higher income class. 
e 

High rates of grow,th and inflation resulting from oil 

revenue seems to w,orsen '''t'he income distrib'ution of Iran. 

Fifty-four percent of the houieholds are comprised of the 

"poor" with annual expenditurès below $800, and 42 percent 
, 

are,defined as '''middle class" with ,annual expenditures of 

$800 - $3,150. Only four'percent are "rich", with income of 

$3,150 an do over in 1971 wa ges 53 .• Abou t 60 perc en t of t"he 

rich and middle-class families live in urban areas, and the 

remainder in rural areas. In contrast, about 75 percent of 

the poor live in rural·areas and only 25 percent in urban 

centers 54 .' 

There are ,some in,dications that the social 

stratification act~ally increased due ta oil revenue 

ex p 10s1 on: the top 20 perc en t of Iran ian s inc r~a sed the 1 r 
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share of national income from an estlmated 57 percent ln 1972 

tb nearly 63 percent ln 1975, while the lncorne of the ~iddle 
, -

40 percent -of Iranlans decllned from 31 percent to 26 percent 

dlù"ing the same perlod 55• ". 

Furthermore, 1n 1969, the top 10' percent of populat'lon, 

enJ9yed 32.5 percent of the total prlvate consumptlon, wh~1e 

the bottorn 30 percent recelved only 10 percent~ 'ThN:lddle 

,60 percent of the populati6n~obtained 58 percent of the total 
",17 

prlv~te consumptl0n 56 • fonother study, four years later 57 , , 

reported-some changes ln the above flgures. The top ten *' 

percent; of the populatlon consumed 40 percent, the lowest 30 ~ 

" 
percent accounted for only elght percent and the remalning 60 

, 
petcent recelved 52 percent of the total.prlvate consumption 

expendlture 58 • The èomparlson of the results of these two 

studles indlcates that dùring the perlod 1968-69 to 1973-74, 

the poor and mlddle classes be~ame relatlvely poorer 59 , wnile 

the top ,10 p.ercen t of the popu la t lon (rlch "group) beca me 

relativelys rlcher, havlng l~creaslng dlsposable lncorne. , 
The lncrease ln urban lncorne and consu~~tlon has not 

~ 

, 
been uniform in 'aIl urban centers, and there are strong 

regional irnbalances ln Iran. Per capl ta lncorne ln Tehran l.S 

45 percent hlgher-than ln the large provIncial clties 'and 70 

percent higher than in small towns 60 • At the same tlme that 

most farmers were llving at a subsIstance lev el ln a one-or-, 

two room house, WhlCh they often had to share with theJ.r 

anima,-ls, drlnking polluted\wat:.er and suffering from 
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w'1despread di~eases, the,re wa.s,~ high deman!i for ,houses, 
ir • 1 

food, serv~ce's. and luxury goéds in urba{, areas,' particularly 
.. 0 

, ' . . , 
1n Tehran. -The irnport of non-agricult'ural con'sumer goods 

, " 

increased from Rials 10 billion in 1971 to Rials 40 bill'ion 

in' 1975., a growth rate of m'ore than 60' per,cent per year 

durl,ng 1971-75 61 • 'The high incorne group was .becoming' 
~ 

aacustorn'ed to a 'w,estern lif'estyle "'8nd standard of living. 
, . 

Iran's tax, system i5 imperfect in the ",sense
r 

that public;;: 
. , 

admini stration has a li mi ted efficiency in col'lecting direct 
,~ 

taxes: Iran 's revenue from the exte,rn al sector ,(oil, r ev 'nue) 
~ ~ 

has accotlnted for 73 percent of government b,udget on 'average, ..... -
" # 1 

dur ing the per iod 1973-77. Thi salI owed author i t ies to keep 

the share of' talC'es in the government budget to about 22 .' 

percen~ per annum Ci ur ing the sa me' per iod. In tact the s.har e 

of 'total tax revenues in the bUQget de,creased fro'm 34 percent . ' . 
in 1973, to 19 percent in 

taxes on individual incorne 

1977 (se~ ~le, 8)., 

and taxes on jeal th, 

The share, of 

in turn, were 

11.4 percert and 3.5 percent of total tax receîpts by the 

" 

L' 
government, respectively, during 1974-7762 , indic~ting that 

dlrect 'tax and the tax system in gener~l did not play an 

important r~l~ i~ 'the'redistri'bution of' incom~63 . , 
Indir...ect taxes, on the cOQ.trary, in Ira):) nave always' 

t 

provided greater r 7venues th9n have çlirect taxes. Tlie former 

include' c,harges on trade, custorns duties, in the commercial 1 

~ 

. profit tax and the import registrati0n fees. The large 

( ") proportion of indir"'ect taxes led to a situation in which the ,'" 
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dir..ect 'i mpaqt on pr tces of in'direct ta xes 'was' shi fted, Jra' the 

consurn~r and tpe~efo~e the di~tributlo~ ~p incQm~ d~d·not 

i m pr o,v e an d 

''''pot.en~ially 

the government 

higher revenues 

redistribution of incorne. ' 

" . 
was' unable -t'o' b~néfit", from 

tI ~ l' .' . ~ , . 
as a result -of -r:'egre~sive 

i --., 
\ 1 ~ 

A distribution of incarne which P7mi·tt~d ~ ~elat(vely 
• fi D' .. ~ 1 

sma,ll prospero.us group to freel'y,spend their, subst,allltially 
'\ ()' ~ ~ ... . . \ 

'" ,of' ~ 

rai.sed inc-omes te~q!d to foster spen<1ing on a n~.rrow' r,ange of' 

,luxury g~ods, which,were often i~'po'rted. THe upper-Middle 

class'" ;mulated this 'unproduéti ve' ~Or'lSUrnption' pa'ttern'; '.with G,', 

~ cr • ,- l ~ 

i ts hi~ i rnpo~t pro~ensi ty and '"i ts l6w propensi ty -to :spend 04 
il • - ,1 t" 

either productïve ,investment: ~tHc'h would event\:lally have , - . 
re'1.1eved 'supp1y constraints; or on' goods which the p~or could 

" 

'p,rodu:ce which would. l"lave transferred, purc.hasi,ng 'powér 

'do~)nwards'.'vià the multiplier. . .-
f'I) 'II .. ..,! " 

',- Due 'to' these' dell1onstrati:on eff~cts, the ,:economic 

aspirat,ion 0' Iranians rose. The village peasants wlio 1n 

1960's were willing to be' ernployed in~ as casual 'labourers in 
'. 

oit Y houses wer'e no longer attrac~éd by th"e prospects, of a 

home and a basic wages in the urban areas and he~c,e: .'thë 
, , 

.-

shortage of household labourers in the urpan centers,led," to,' 
<t 

i &t po rte d l a b 0 ur f rom Far E à ste 1" n cou n tri e s s'u ch· a s '. 
\ Philippines 64 • 

. . . ~ .. 

Labourers, who experienced r1.sing pr'ices and oo'served . . 
the con su m pt ion, pat tern of other: l r ~\n i ans and' for eoign'e:rs 

alâo through "widespre-ad exhibition of fi1.ms, televi'si'on" 
. ..... 
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,. , ". 
~ 

. : , 
1 
," 

, t 1 

" , 
': 

f" 
" ( . 



'. 

/;, 

1 
';' 

() 

1 , I~ 

() 

140 

. --" 
radio programs,' etc-. - belle ved that· they, too, shou Id' share 

1 

in the -new riches of the country. In fact, if 1ess had been 

s~ent on th~ military65, perhaps the labl)uring class, too, 

could have shared.in this new wealth. 

Sharp increa'ses ln oil revenues and rapid rlses in 

,import~ combined with the inerricient tax s:Ystem, led to a 

situation wh~re people were being conditioned to expect the, 

good life as their right, rather than as someth"ing wh1c~ 

cornes as a resuit or industriai development and workpl'ace 

di scipl1ne 66. 
. 

the oil-induced econotDic growth, among other things, 

encQuraged the western typeJl of c~nSu1llPti0!167, which was, to ea " 

large extent, accommodated'by imports. Obviously, il) the 

process of growth, the rich increased its share of oi1 
, . 

revenues -and became relatively richer t whll.e.. the poor and 
, (:4,;) - ~ 

Middle class b~çame relatively poorer. ~ 
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Ibid., p.648. 
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VI CONCLOSIOB 

'Oil revenues play a vital role in Iran 1 s economy. 

Particularly after 1973, alrnost every section of the economy 
( 

was affected by oil revenue increases. "The ambi tious Fourth 

Development Plan (1973-78) was financed and formulated by oil' 

money. One cannot oV,er-emphasize the posi tive ef'fects of oil 

revenue increases in this respect. Iran attempted to grow 

too quickly, to do too much in too short a time and since the 

country was able to sell her valuable petroleum resources at 

a premiurn, the desire to grow translated itself into 

substantial liquidity injections into the economy. 
o 

Governrnent expenditures ipcreased sharpIy without 
p 

1 
corresponding increases in pressures on direct incorne taxes. 

This, accompanied with increases in money supply and credi t 

exp,ansion, wh~Ch in turn, led t-o booming economic activi~~es 

and rising of the standard of living in Iran. 

On the demand side, national and per capi ta income grew 

~aPidC. wh-ich rneant h igher purchasing power and h ighe r 

.averaI1 demande On the supply side, however, despi te 

substantial increases in impo~s, the economy was" unable to 

provide increased outpu t to match the h igher demand. ,The 

higher demand pressures, therefore, were not successfully 
r" ~ 

transiated into higher production. The lag of supply ,t" 

, 
increases, relat ive to the increasing demand', created 
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inflationary pressureS\WhiCh, in turn, caused a new and high 

rate of inflation af1:e ,1973. 

• In addition to the f inancin9 of i ta economic plans, Iran 

spent the oil rnoney on imports. Hi9h import volumes have 

, been effective, to a large extent, in lessening inflationary 

pressures. However, the effect would have 'been more, had 

they been better allocated. In addition, imports created 

several problems of their own, among which higher imports 

relative to the country' s absorptive ~paci ty, the increasing 

weight of intermediate goods in total import bills, and 

imported inflation can be mentioned. 

The expansion' of oil industry was also accompanied by 
~ 

relati ve backwardness of agr icultural sector. This sector 

suffered from several structu1ral bottlenecks and hence its 

relative growth of production had a diminishing trend. 
"\ , 

relative ~glect of agriculture, combined wi th acceler ating ç" 

èreation)of job opportunities in urban areas - due to 

implementation of the economic dev.elopment plan - led to 

rapid migration from rural areas to urban centers, which. 

among other t.hing s, in tens i f led the already ex i s ting 

bottlenecks 'and increased inflationary pressures. 

The process of oil-induced development in 1 ran created 

other shortcomings as weIl. The distr ibution of incorne 

worsened and the' uncoordinated urban develoPment resui ted in 

persistant shortages in infrastructure, particularly electric 

power. There a1so was high demand for, and. hence acc011lpanied 
, 
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shortage of skilled manpower. \ 

Iran 1 s adjustment mechanism to sudden and substrntial 

oi 1, revenues, therefore 1 can be summar ized as ambi t ious 

development plan and imports (incl~ding military). The by­

produets of the process of adjustment were inflation, 
internaI 

relative backwardness in agr ieul ture'À migration and worsening 

of distribution of incorne. 
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