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108 Economic destruction and reconstruction

In Chapter 4 I gave an analysis of the war destruction. A preliminary assessment of the damage wrecked on the economy by the
earthquake was also reported. The final part focused on eight sets
of economic imbalances from which the economy suffers the most
and explained their complex and interrelated causes. In this chapter I shall give a detailed account of the First Five-Year Economic,
1 Social and Cultural Development Plan of the Islamic Republic of
Iran (1989-93). The plan intends to stabilize the economy and
structurally adjust its imbalances in the hope of normalizing the
war economy and then leading it toward a growth path. An
account of policy changes in the wake of the Gulf crisis is also
given. The chapter concludes with an assessment of prospects for
economic development in Iran.
Iran's post-war reconstruction plan should in theory be discussed under four general headings: economic recovery plan, physical reconstruction projects (for the war-destroyed and earthquakedamaged areas), rebuilding of the army, and social welfare and
justice. This last has hardly been a top government priority in the
post-war period while military recovery plan falls outside the scope
of this chapter. I also do not wish to concentrate on physical
reconstruction in this chapter, which is concerned with economic
issues. Therefore, in what follows I shall discuss Iran's economic
recovery plan including its physical reconstruction strategies.
Economic recovery has been the government's number one priority
in the post-war period. The plan is more or less based on similar
understanding of economic imbalances as discussed in Chapter 4.
Before the war with Iraq, the Islamic Republic's economic devel-
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opment strategy focused on both growth and redistribution. The
new Constitution made the government responsible for the provision of basic needs for all, emphasized 'systematic and sound
planning', and allowed for extensive nationalization of major socioeconomic activities. lir cwitinity way, however, to consist of three
sectors: public, private and co-operative. The public sector, which
had dominated the economy before the Revolution, was expanded
further under the new regime. Revolutionaries favoured extensive
state intervention and the war created new responsibilities for the
government in Tehran.
Redistribution was the first casualty of the war. In the original
First Social, Economic and Cultural Development Plan of the
Islamic Republic, which covered the 1983-7 period, the focus had
already shifted to economic growth. Radicals in the Parliament
protested, and after months of debates, the plan was shelved. A
revised version (in 1983) acknowledged that Iran would reach the
`destined society' depicted in the Constitution in stages, through
the 'elimination of obstacles', the 'maximum utilization of the
existing capacities' and 'institution building'. Only then, it was
argued, could 'regular development planning' begin. Thus a planned approach to the economy was rejected under the war condition; annual budgeting became the major economic management
tool where significant restrictions were placed on market forces.'
Nevertheless, Iran followed the plan's policies on maximizing
utilization of capacities and removing the bottlenecks until 1986.
The sharp decline in oil prices in 1986 created a dangerous foreign
exchange shortage and forced the government to proclaim an Austerity Plan for the New Economic Condition. The Plan gave up
any hope of economic growth. Instead, it aimed at maintaining
the status quo and reducing the economy's dependency on oil
revenue through stricter management and reallocation of the available foreign exchange. As a result, the foreign exchange budget
was reduced by two-thirds in 1986 and the war along with defencerelated industries were given higher priority for receiving foreign
exchange. Among the far-reaching implications for Iran's dependent industries were a sharp decline in value added, employment
and productivity.
The economy continued to deteriorate, however, and by 1988,
when the 'war of cities' was going on, the government had again
to change its policy and introduce a so-called Survival Strategy.
The new strategy gave up all attempts to even maintain the status
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In a classic compromise, the late Ayatollah Khomeini intervened
by issuing a 'directive' to the government in which he advocated
a mixed development approach for the Islamic Republic (one
between a planned and a market approach). The Ayatollah's directive also placed economic recovery at the top of the government's
list of priorities for the post-war period. A similar approach was
also advocated by the pragmatists, led by then Speaker of the
Parliament (now President) Ali Akbar Hashemi Rafsanjani.'
The directive also emphasized rebuilding the army and promoting the well-being of war-victims. Reconstruction of the war-damaged areas was to proceed slowly, moving along with national
economic recovery. Among the economic sectors, oil, agriculture
and industries producing construction materials were listed as top
priorities. Other priority areas included housing, rural development and local participation. This directive became the basis of a
second plan called again the First Social, Economic and Cultural
Development Plan of the Islamic Republic, for the 1989-93 period
(formulated on the basis of the original first plan in 1983). This
new plan, prepared under Prime Minister Mir Hussein Mussavi
(Mussavi plan), and a subsequent revised version, prepared under
President Hashemi Rafsanjani (Rafsanjani plan), were specifically

1 rebuilding the national economy
2 revitalizing the army
3 reconstructing the war-damaged areas
4 promoting the economic well-being of the war victims.

The Survival Strategy was maintained until the cease-fire in
August 1988, w hen the old debate on a suitable development
strategy resurfaced.' The radicals, conservatives and pragmatists
within the government also disagreed on which of the following
should get top priority:

AYATOLLAH KHOMEINI'S DIRECTIVE

quo. Instead, it aimed at minimizing the rate of economic decline
and providing for the people's bare necessities without going into
foreign debt. The government emphasized agriculture which was
only minimally dependent on foreign exchange. At the same time,
the war wag given tnn prinrity alon g with ripfp n .,.._ r
^ ,0,-1 int .1, .s ^
ries
and public services.
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The Mussavi plan envisioned economic recovery passing through
three stages: economic normalization through maximum utilization
of productive capacities; economic growth through added capacities; and sustained economic growth and maturation. Oil revenue
and foreign savings were considered critical for the implementation
of the first two stages. Completion of unfinished projects and
production or imports of industrial inputs were given top priority.
The plan also emphasized promotion of non-oil exports, and
creation of free-trade zones in a number of Persian Gulf islands.
Significantly, the plan included provisions for population control,
indicating a rather significant ideological shift. The population
growth rate was to decline to 2.9 per cent by 1993, from 3.2 per
cent (gross natural increase) in 1988. This strategy was particularly meant to mitigate the supply-demand imbalance and help
stabilize prices and mitigate unemployment.
The private sector was to receive material incentive to redirect
its huge liquidity towards productive sectors. This was hoped to
assist in reducing liquidity imbalance and inflation, while increasing production. The plan also directed the government to limit
the public ownership of the economy to large-scale and basic
activities. The rest was to be sold in a renewed Tehran stock
market to the private sector. The policy would reduce the disproportionate public involvement in the economy and reduce the state
budgetary and management burdens. Education and increased
research for development of science and technology received considerable attention. These measures were hoped to mitigate the
problem of technological obsolescence and decay. The plan also
emphasized agriculture, rural areas and deprived regions in an
attempt to address the problem of rising disparities.
Over the plan period, gross domestic production, gross domestic
fixed capital formation and industrial value added were to grow
at 8, 10.8 and 14.2 per cent per year respectively as measured by
1988 fixed prices. Other important quantitative targets included a
21.8 per cent annual increase in public income and a corresponding decrease in the budget deficit, from about 51 per cent of public
income in 1988 to only 4.2 per cent by the end of the plan period

THE MUSSAVI PLAN

designed to address the economic imbalances discussed in Chapter
4.
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Before the Mussavi plan could pass the Parliament, the Prime
Minister's office was abolished and President Hashemi Rafsanjani
took control of the government in July 1989. The new pragmatist
cabinet decided on a bolder, flexible, open, more market-orientated
strategy. The Mussavi plan was thus revised to reflect the new
pragmatism. The Rafsanjani plan (1989-93) passed the Parliament
on 31 January 1990, about a year after it was to be put in practice,
and is currently being implemented.' The government hopes to put
the economy back on a more normal footing using a combination of
oil revenue, foreign assistance, domestic resources and the private
sector. It intends to build a mixed economy in which the private
sector's role will expand, while that of the public sector will be
confined to basic and strategic sectors. The plan incorporates a
supply-side economic policy according to which most government
reforms and assistance are designed to benefit producers rather
than consumers.
While remaining loyal to the stage theory, the new plan stressed
economic growth and import-substitution industrialization based
on the nation's resource endowment and through removing bottlenecks, maximum utilization of the existing productive capacities,
and completion of unfinished projects focusing on capital and
intermediate goods investments. In addition to manufacturing
(including defence industries), the plan also emphasized mining,
oil and gas, infrastructures (transportation and energy in particular), agriculture, higher education and research, health services,
and tourism. What, however, distinguishes this plan from its predecessor is its emphasis on economic growth, increased role for
the private sector, and more openness to foreign investment and
trade.

THE RAFSANJANI PLAN

in 1993. The share of public development expenditures was also
to increase, from about 19.4 per cent in 1988 to 26.4 per cent in
1993. The foreign exchange budget was equally ambitiously planned: $97.000 million, some 85.7 per cent of which was to come
from nil exports. Projections for social sectors also painted a rosy
picture: some 2.5 million houses would be built, literacy rate would
increase to 97.2 per cent, and the number of physicians per 1,000
population would increase from 0.18 to 0.37 by the end of the
plan period.'
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According to the plan, incomes from oil and other exportable
minerals would be used to form new industrial units, transfer
`suitable' technologies and upgrade the nation's technical capabilities. Priority is given to 'strategically important basic industries'
which would be allocated foreign exchange at official rate while
industries producing other 'necessary goods' will receive foreign
exchange at preferential rate. The government will also support
investment in other types of projects, but some less-needed ones,
such as units producing luxury goods, would have to secure their
own foreign currencies at free market rates. Private investments
in productive businesses would receive adequate assistance from
the government including money and equipments. Such investments will be encouraged in mining and manufacturing by transfer
of most public mines and industries (with the exception of strategic
industries) to the private sector. In sharp contrast, subsidies to
loss-ridden public enterprises will be reduced in an attempt to
make them independent of the state.
The plan also envisions an increase in the nation's non-oil
exports (manufacturing, mining and traditional goods) through
maximum utilization of the existing capacities. Indicating a key
policy shift, tourism has emerged as a priority sector that could
generate foreign exchange. As part of the new tourism programme
and to encourage foreign investment, the government has declared
Qeshm and Keesh Islands, along with a few other islands in the
Persian Gulf, as 'industrial free zones', where investments and
commodity trade will not be subject to regular custom regulations
and government red tape. Other export-promotion measures
include provision of incentives to the private sector such as tax
holidays and easy credit, elimination of the existing administrative
red tape, monetary reforms including a gradual elimination of the
existing multi-tier exchange rate system in favour of a floating
rate, attraction of foreign investments through joint ventures and
buy-back mechanism, and improvement in the quality and competitiveness of Iran's exports. The shift in the country's foreign
policy in the direction of good neighbourly relations with the states
in the region will also increase Iran's economic co-operation with
them, supposedly making a larger market available to Iran's
exports.
The plan's other major policies include strengthening the tax
administration and centralization of decision-making process, and
rationalization of the nation's economic management and organiz-
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ation. This will include widespread privatization of public ownership in the economic sphere, and elimination and recombination
of parallel organizations and decision centres. To this end, the
government has reactivated Tehran's stock exchange market where
It is offering shares of public industries at lucrative prices. The
privatization policy is expected to help cut the budget deficit and
draw private liquidity away from trade and brokerage towards
productive investments. As part of its rationalization scheme and
to change its power base, the pragmatist government has unified
the command structure of the Revolutionary Guard Corps and the
regular army, and is combining the Revolutionary Committee and
the police force. It has also reorganized the banking system and the
nationalized industries, brought under control the private financial
institutions, and is attempting to bring order into the chaotic
decision-making structure of the government by centralizing some
important functions at the macro and meso policy levels.
The plan also gives more autonomy to ministries and public
agencies and enterprises for managing their affairs domestically
and internationally. For example, they do not need to issue tenders
for projects costing up to $10 million. They are also free to enter
into certain contracts with foreign firms to secure credit or form
joint ventures. However, such arrangements must expand productive capacity and the projects would have to generate their
own foreign exchange requirements or meet strict criteria for value
added. The plan also places a ceiling on the foreign exchange
liabilities that specific sectors can incur, for example, $3.2 billion
in the oil sector, $3 billion for dams, and $2.2 billion for petrochemical industries.
The plan makes provisions for regional development and restructuring of the country's spatial organization. These include decentralizing Tehran, building new towns, strengthening intermediate
cities, and assisting backward regions and rural areas. Finally, the
plan includes a set of measures to reduce population growth rate
(from 3.2 per cent in 1988 to 2.9 per cent in 1993) by reducing
birth rate from 6.4 to 4 by the end of the plan period. Among
family control measures include elimination of incentives that the
Islamic Republic instituted early in the post-revolutionary period
to encourage population growth, and expansion of women's education and participation in socio-economic activities. The government is also distributing contraceptives and other preventive
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devices to the general public, and is strengthening the role of
Rural Houses in family planning.°
The plan's macro targets may be summarized as follows: GDP
is to increase at 8.1 per cent a year (non-oil GDP at 7.9 per cent)
at 1988 constant prices over the plan period. This increase should
result, given the target population growth rate of 2.9 per cent in
1993, in a 4.9 per cent annual increase (again in 1988 constant
prices) in the nation's per capital income (see Table 5.1). The
growth would almost totally result from maximum utilization of
idle capacities and completion of the unfinished investment projects.' Target annual growth rates in 1988 constant prices for
major economic sectors are as follows (see Table 5.1): agriculture,
6.1 per cent; oil, 8.7 per cent; manufacturing, 14.2 per cent;
mining, 19.5 per cent; water, electricity and gas, 9.1 per cent;
construction, 14.5 per cent; and services, 6.7 per cent. The significantly high target growth rate for mining is designed to increase
Iran's non-oil exports and reduce its dependency on oil revenue.
While the overall target growth rate for services is set at a relatively
lower rate, emphasis is placed on such sub-sectors as transportation, education, health, vocational and technical schooling, and
social security. The commercial sub-sector is to grow at the lowest
possible rate.
To achieve the macro targets, the plan envisions an estimated
investment of some Rls 26,452,000 million at 1988 constant prices
over the plan period. The projected annual growth rate of investment at 1988 constant price is 11.6 per cent. The overall investment ratio to GDP is planned to rise from 14.5 per cent in 1988
to 17 per cent in 1993. Of all the investments, the share of public
sector during the plan period would average 52.8 per cent (see
Table 5.2). The plan gives the following sectoral shares in investment: agriculture, 9.8 per cent; oil, 6.6 per cent; manufacturing
and mining, 9.2 per cent; water, electricity and gas, 9.2 per cent;
construction, 33.2 per cent; and services, 32.7 per cent. Within
manufacturing, capital and intermediate goods industries would
grow at 24 per cent and 20 per cent respectively (in 1988 constant
prices) while the corresponding rates for consumer goods industries
is 4.2 per cent. As a result, it is hoped that the shares of capital
and intermediate goods industries in total manufacturing value
added would increase from 5.6 per cent and 49.4 per cent in 1989
to 8.5 per cent and 63.0 per cent in 1993 respectively. Conversely,
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Table 5. 1 GD P breakdown for the five-year plan, 1988-93 ( bill ion rials, 1988 constant prices )
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public sector will correspondingly increase. Thus, private expenditures during the plan period are expected to increase by an annual
rate of 5.7 per cent (at 1989 constant prices). Given the target
population growth rate, per capita private expenditures shall grow
only by 2.6 per cent per year, reducing the share of private expenditures in the GDP from 59 per cent in 1989 to 53 per cent in
1993. Annual growth rate of public expenditures at constant prices
is expected to amount to 3.8 per cent on average. This policy of
limiting the growth of consumption is hoped to help reduce the
supply-demand imbalance by shifting more resources to investment
and by reducing imports which are a source of inflation because
of the foreign exchange scarcity. According to the plan, dependent
economies cannot hope to achieve growth by following a demanddriven policy as that would only increase imports and inflation.
Rather, they should follow a supply-driven policy which discriminates against consumption but favours productive investment. The

the total funds for the entire plan period, some 28.3 per cent will
go to development budget, most of it to economic affairs, followed
by social affairs. A breakdown of the plan's development and
current expenditures for various government affairs is given in
Table 5.3. Note that 'other expenses' include budgets for defence
(10.7 per cent of current funds) and reconstruction of the wardamaged areas (4.3 per cent of development funds).
As for consumption, the plan envisions an increase in real private and public expenditures (see Table 5.2). However, the share
of the private expenditures in GDP will decline while that of the

the share of consumer goods industries would decline from 45.0
per cent in 1989 to 28.5 per cent in 1993.
Generally speaking, the Rafsanjani plan has favoured larger
allocations for oil and gas, mines, petrochemicals, cement, plastics,
paper products, agriculture, transport, communication, electricity
and military. In particular, of the total development budget for
the entire plan period, 19.2 per cent will go to agriculture and
water resources, 14.6 per cent to roads and transportation, and
11.8 per cent to manufacturing and mining. Among social services,
education receives a huge boost as some 15 per cent of the state's
development budget and some 30 per cent of its operating budget
for the plan period is allocated for the purpose. Health services
follow with 5.7 per cent and 9.5 per cent, followed by research
with 4.7 per cent and 0.8 per cent. Another important feature of
the plan is its emphasis on development expenditures. Thus, of
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cent in 1993. The decline of development expenditures at constant
prices would have to be checked and in 1993 these expenses will
be up by 86 per cent in comparison to what they were in 1988.
Oil and gas exports are estimated at $19,200 million for 1993
and at $83,096 million for the entire plan period (see Table 5.5).

number of public employees reduced. Government revenue during
the plan is predicted to increase by an average rate of 25.1 per
cent a year from Rls 2,098,700 million in 1988 to Rls 6,442,100
million in 1993 (see Table 5.4). Average yearly growth rates are
estimated at 26.4 per cent for tax revenues, 15 per cent for oil
revenues and 34 per cent for other revenues. Tax revenue, which
represented 47 per cent of total revenues in 1988, is predicted to
increase to 49.4 per cent in 1993. In the 1991 budget, however,
the share figure for taxes declined to 31.7 per cent. This decline
reflects the sudden increase in Iran's oil revenue during the
Kuwaiti crisis (some $3 billion to $4 billion in additional revenues).
Moreover, from 4.3 per cent in 1988, it is hoped that tax revenue
will increase to represent 8.4 per cent of the GDP in 1993. The
ratio of tax revenues to current expenditures shall increase from
28.8 per cent in 1988 to 67.6 per cent in 1993. The budget deficit
is hoped to decline from approximately Rls 2,146,000 million in
1988 to Rls 234,600 million in 1993. The ratio of budget deficit
to the GDP shall decrease from 9.6 per cent in 1988 to 0.2 per
cent in 1993. Similarly, its share of the total budget is planned to
decline from 51 per cent to 1.4 per cent. Development expenditures, which represented 19.4 per cent of total expenditures in
1988, is planned to increase to 28 per cent in the final year of the
plan. The ratio of development expenditures to current expenditures is hoped to increase from 24.1 per cent in 1988 to 38.9 per

budget. This will be achieved by a combination of measures including increasing oil and tax revenues, shifting some of the costs of
public services to the people, and reducing expenditures by means
of rationalizing the state bureaucracy and transferring part of the
government functions to the private sector. In particular, education
will be privatized, subsidies for public enterprises eliminated, and

and argues that Iran must go through this 'transitional period'
(the period of low consumption) in order to achieve growth in
production and prevent inflation'
The plan. envicinhc to reduce the can ketween
inc,smes
and expenditures and change the structure of the government

plan acknowledges the low level of consumption in the country
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Table 5. 4A su mmary of the pub l ic budget during the first five-year plan, 1988-93 ( b ill io n
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period and this is to be achieved by formulating appropriate policies particularly with regard to exchange rate, foreign investment,
technology transfer and quality control. Another $19,800 million
will be earned from services, capital accounts and other sources
as indicated in Table 5.5. Thus, the nation's total foreign exchange
earning over the plan period is expected to amount to $120,732
million. The government also intends to raise $27,000 million from
foreign sources ($17,000 in loan from foreign banks and the balance in joint ventures from foreign companies). 9 If the Persian
Gulf crisis had not occurred, the state would have had a serious
problem to realize its foreign exchange budget in 1991.
The nation's imports of goods, which were estimated at roughly
$12,000 million in 1988, shall follow an upward trend, reaching
the level of $114,332 million for the plan period, or $22,866 million
per year on average. Another $4,500 million will be spent on
imports of services. Some $9,490 million of total imports will go
on strengthening the country's defence, police and intelligence
systems. The government expects to increase the share of capital
and intermediate goods imports and reduce that of consumer goods
imports which has grown disproportionately high in recent years
given foreign exchange shortages along with the need to supply
basic necessities of the population. Expected increase in agricultural output and improvement in the nation's foreign exchange
earnings will make the shift possible. The government also plans

Daily oil exports are planned to increase from 1,482,000 barrels
in 1988 to 2,293,000 barrels in 1993. Based on certain assumptions,
oil prices are expected to rise from $14.2 in 1988 to $21.4 per
barrel in 1993. Thus oil-earned foreign exchange is expected to
increase from $7.326 million in 1988 to $17.907 million in 1993.
Total foreign exchange revenue from oil exports over the plan
period is expected to amount to $81,456, including $72,615 million
from crude oil exports, $6,376 million worth of crude oil exports
allocated for the import of petroleum (refined) products and $2,465
million from exports of liquid gas, naphtha, gas condensates and
fuel oil. Revenue from gas exports during the plan period (8.2
million cubic m in 1990-1 and 16.4 million cubic m in 1992-3) is
projected at $1.640 million. Non-oil exports would increase during
the plan, making it possible for the government to diversify its
foreign exchange sources and reduce dependency on oil earnings.
Non-oil exports (from agriculture, carpet weaving, mining and
manufacturing) is predicted to reach $17,836 million over the plan
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was running at about 32.4 per cent. This is supposed to drop to
about 8.9 per cent in 1993. Decline in liquidity as a result of
decrease in budget deficit and increase in GDP are considered
among the major influencing factors in bringing inflation to its
knees.
During the plan period, population will increase by about 17
per cent and the size of the active population is expected to reach
15.5 million in the last year of the plan. The government intends
to reduce the ratio of active population to total population to 25.3
per cent in 1993, from 25.8 per cent in 1988. Similarly, the ratio
of active population to the population of 10 years of age and over
will decline from 38.8 per cent to 37.4 per cent over the same
period. Modest goals are also set for reduction of unemployment.
Some 1.2 million new job-seekers will enter the labour market
(240,000 per year) during the 1989-93 period. To this we must
add approximately 2.2 million unemployed in 1988. However, the

Rls 724,000 million in net foreign assets, Rls 17,489,000 million in
net public debt to the banking system, and Rls 10,898,000 million
in loans and credit facilities to the non-public sector (calculated
on the basis of the assumption that 47.8 per cent of the private
sector's investment during the plan period will be financed by the
banking system). Note that a major influence on the assumed
downward trend in the growth rate of liquidity is an assumed drop
in the nation's budget deficit. This same factor is also considered
important for reducing the high inflation rate. Inflation in 1988

to maintain a 'rational balance' between the foreign exchange
allocations for defence and civilian productive sectors so that a
growing economy will result which will then help further improve
the nation's defensive capabilities. A breakdown of foreign
exchange outlays is provided in Tahle 5.5, where the total outlays
is given at $120,732 million for the plan period, or $24,146 million
per year on average. However, in 1991, the Central Bank was
authorized to make commitment and pay for only up to $20 billion.
This does not include planned borrowing or foreign investments.
The nation's liquidity, which increased over the 1984-8 period
by an annual average rate of 15.3 per cent (mainly because of an
increase in public debt to the Central Bank) shall decrease by an
annual average rate of 8.2 per cent over the plan period, dropping
from 23.8 per cent in 1988 to 3.5 per cent in 1993. In terms of
volume, it will increase from Rls 15,329,000 million in 1988 to Rls
22,707,000 million in 1993 (see Table 5.6). This mass will include
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mining, while services are expected to contribute about 36 per
cent. Note that the share of agriculture in the creation of new jobs
over the plan period is anticipated to be only marginal. In the
post-revolutionary period most jobs were generated by the service
and public sectors. With planned reduction in the growth of these
sectors, it is not certain if the planned increase in employment
would materialize.
The housing sector, along with industries and services affiliated
with it, is expected to play the most important role in the creation
of new jobs as the nation will rebuild its war- and earthquakedamaged areas. The government expects to build about 2.3 million
housing units over the plan period (460,000 per year), of which
1.6 million units will be in urban centres and the rest in rural
areas. Given the past record of 120,000 units a year on average,
this target seems unrealistic. The plan also emphasizes the jobcreating role of small industries and workshops and allows the
government to design incentive packages aimed at such establishments. To increase rural employment, priority is given to jobcreating programmes and projects in deprived regions and in water
and agricultural sectors particularly those pertaining to irrigation
and drainage networks. By restricting imports of goods which
could be produced domestically, without creating critical shortages, the government also hopes to ensure a significant rise in
productive employment. Other policies to help increase productive
employment include specific fiscal and monetary policies to encourage the private sector to put its financial resources in production,
channel remittances and investments of the Iranians living overseas to productive activities, and readjust or abolish all norms and
regulations which have led to the contraction of labour market
and of employment.
Per capita labour productivity is planned to increase by an
annual rate of 5.2 per cent during the plan period. The sectoral
share of the labour productivity growth is given in Table 5.7.
Agricultural productivity is expected to grow faster, at 4.9 per cent,

year on average only 190,000 jobs could he created. The certoral
breakdown for the new jobs is given in Table 5.7. Some 56 per
cent of the new jobs are expected to be created in industries and

expected number of new jobs during this plan in all sectors of the
economy is estimated at about 2 million (400,000 per year), reducing unemployment rate to about 14 per cent in 1993. Even this
target will be hard to achieve as over the 1979-88 period, each
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Table 5. 7Changes in employment andlabour productivity during the first five-year plan, 1988-93
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followed by industries and mining, at 4.8 per cent and services at
4.1 per cent. The growth in labour productivity will be achieved
as the government gradually transforms low-return occupations
into productive ones and reduces overemployment in services. In
1988 some 47.2 per cent of •the. workforce was engaged in serAce.s.
The plan aims to reduce this to 45.5 per cent by 1993. The
plan's other measures to increase productivity include improving
managerial techniques, applying better selection and nomination
methods for appointing qualified and experienced people to executive and key posts, and instituting training programmes for managers. The government also intends to use modern (capital-intensive) technology in basic, export and strategic industries,
mechanize agriculture, increase the size of skilled workforce,
improve research and education, and provide deprived regions
with specialized personnel. The ratio of scientific, technical and
specialized employed population to total workforce was 9.6 per
cent in 1988. This would have to increase to 10.7 per cent in 1993.
The optimal utilization of the labour force is also of particular
interest. In addition, the government plans to extend technical cooperation and workers exchange programmes with friendly countries, make salaries and wages proportionate to labour productivity, and equalize incomes in various economic sectors.
Among other measures to increase labour productivity include
conducting studies on techniques of enhancing productive
efficiency and expanding specialized technical and vocational onthe-job training programmes in both private and public sectors.
The Rafsanjani plan also emphasizes the importance of education, research and health services for the nation's economic
development. Literacy rate among citizens of 6-35 years of age
will increase from 78.8 per cent in 1988 to 99.4 per cent in 1993.
During the same period, the number of primary and secondary
students is projected to increase by an average annual rate of 6.9
per cent from 12.8 million in 1988 to 17.8 million in 1993. Total
number of students in two-year colleges will also increase as will
the number of trainees pursuing various specialization. Significantly, the number of undergraduate and post-graduate students
will increase from 294,000 in 1988 to 480,000 in 1993. The nation's
research outlays will increase to 0.6 per cent of the GDP and
spending for R&D from public revenue sources will increase from
Rls 47,800 million in 1988 to Rls 131,200 million in 1993. The
government hopes to increase the number of researchers per 1
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million of the population from 82 in 1988 to 250 in 1993. As per
health services, during the plan period, the government intends to
reduce infant mortality rate from 44.8 per thousand to 35 per
thousand of live births and death rate among children of under 5
years of age from 56 per thousand to 45 per thousand. By :993,
95 per cent of the population will have access to medical care, up
from 70 per cent in 1988. This will happen as hospital beds will
increase from 1.46 per 1,000 people to 1.52; the corresponding
figures for general practitioners are given at 0.18 and 0.37 and for
specialists at 0.16 and 0.20 per 1,000. Insurance coverage is also
planned to increase for both urban and rural population (from
17.4 million in 1988 to 28.2 million in 1993: at present only 2.2
per cent of rural population is covered by medical insurance).
Territorial reorganization and development of the country is also
a major goal of the plan. Regions with capacity to absorb greater
investments will receive complementary projects and 'development
poles' will be equipped with additional productive and infrastructural capabilities. Their population reception potential will also be
enhanced in order to lay the foundations for the creation of regional
equilibrium. Priorities will be given to resource-rich regions, particularly those commanding untapped development capacities in
productive sectors, 'special regions' as defined by political and
military requirements, 'key regions' with a view to curbing and
directing migration, and certain regions on ecological grounds (for
example, prevention of desertification). To effect a rational geographical distribution of population and activities, several spatial
planning policies will be implemented. Growth of saturated poles
will be curbed and this policy will particularly apply to places
where population size and activities have outgrown their infrastructural and productive capacities and where external diseconomies
have developed. A case in point is Tehran where the government
will allow only location of research activities and some modern
strategic industries of high technology production. The government
also plans to relocate part of the government bureaucracy from
Tehran to provincial centres. A selected number of big cities will
be equipped to serve as regional centres in order to facilitate
decentralization and entrust part of myriad functions centred in
Tehran. Intermediate cities will be strengthened to accommodate
the surplus population of larger cities and link them with the
smaller towns. Finally, conditions in small towns and villages,
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The World Bank also approved a 15-year $250 million loan to
Iran for the reconstruction of earthquake-damaged areas in midMarch 1991. (See the World Bank, The Islamic Republic of Iran
Earthquake Recovery Project, Report No. P-54 82—IRN, February 12,
1991.)
According to the HFIR's document, the government intends to
reconstruct the earthquake-damaged towns and villages as fast as
possible and return the population to a normal life by providing
them with employment in productive activities. The destroyed
settlements will be rebuilt in their original locations unless disaster
vulnerability studies recommend otherwise. Reconstruction should
be planned with utmost flexibility and allow for maximum participation of local people. The actual reconstruction task, that is
implementation, begins when the Ministry of Health and the Red

programme. 12

quake reconstruction and rehabilitation phase, and assist with
the coordination of the mobilization and channelling of international contributions and assistance from other sources to the
long-term rehabilitation programme in the earthquake region;
and (2) enhance the government's long-term disaster mitigation

(1) provide immediate technical assistance to the post-earth-

$500,000 towards the project and the Iranian government
$310,000. The joint project is designed to

their service potential in particular. will also be improved to serve
as links between urban and rural societies.w
'War-destroyed and earthquake-damaged areas will be rebuilt
according to pre-formulated strategies and designs. The June 1990
earthcimake was both a disaster for an ailing economy and an
opportunity for a pragmatic government, who used it to improve
relations with many parts of the world, the west in particular.
Thus a wide range of international agencies assisted domestic
organizations in the relief efforts for the earthquake-stricken areas.
The main organization in charge of the reconstruction is, however,
the Housing Foundation of Islamic Revolution (HFIR), which
focuses on housing reconstruction; its plan, programme and proposed budget are detailed in a document published in July 1990."
HFIR is assisted by financial and technical assistance from the
United Nations Development Programme (UNDP). The Housing
Foundation and UNDP are co-operating on a joint project for
rehabilitation of the damaged areas. UNDP is contributing
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Crescent Society complete the task of disinfecting the area. At that
stage an area manager is appointed for rebuilding the area. The
manager is the sole representative of the Housing Foundation in
the locality and his (the manager is invariably a man!) decision
nay not be overrun by other public ^fficiAs in the ar ea . 1-inwever,
the area manager must work within the framework of the respective
provincial development plan and co-ordinate his activities with
provincial officials and activities. In addition to area managers,
other agents involved in the task of reconstruction include the local
people (owners of houses), Islamic Councils, auxiliary work groups
and provincial representatives of the Housing Foundation.
The government will invest only minimally in the reconstruction
of damaged houses: instead, it will put most of its investments in
public services, site preparation, employment-generating productive activities, provision of construction materials, architectural
design, technical supervision and builder training. The Housing
Foundation is responsible for the quality of the construction
materials and buildings and must ensure that the built structures
are earthquake-resistant. The government will also give financial
assistance to the affected people to rebuild and repair their damaged buildings (from 50 sq m to 90 sq m of roof coverage for a
rural house and from 70 sq m to 110 sq m in case of an urban
unit). Such assistance can take the form of a grant and credit (in
case of housing construction), or a bank loan in case of housing
repair and completion. This largely self-help approach makes the
home-owner responsible for the design and implementation of the
housing unit and heavily relies on local technology and resources.
The estimated budget for rebuilding 83,935 rural units is given at
Rls 281,180 million; the budget figure for 16,200 urban units is
projected at Rls 81,650 million. A further Rls 50,800 million is
budgeted for maintenance and services by the HFIR, bringing the
total to Rls 413,600 million. These figures exclude various costs
associated with the provision of infrastructures, management services, public financial assistance and labour contributed by the
owners.
Reconstruction of the war-damaged areas has been detailed in
other publications." Here I shall use a recent government report
to give an up-to-date account of the general tasks involved and
performed thus far by the government." Contrary to the earthquake relief and reconstruction efforts, rebuilding the war-damaged
areas has been a largely domestic task in which various public
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and private agencies have been involved. The highest authority
responsible for the job is the Supreme Council for the Reconstruction and Renovation of War-Damaged Areas. The Council makes
strategic decisions and oversees efforts to promote public financial
contributions. The Central Headquarters for Reconstruction, on
the other hand, sets priorities, makes policies, supervises
implementation of projects and co-ordinates the work of various
organizations involved. The Sectoral Reconstruction Headquarters
co-ordinate reconstruction works with the Sectoral Planning Committees and supervise projects being implemented by contractors.
Finally, the Provincial and County Reconstruction Headquarters
are responsible for a variety of tasks including prioritizing the
reconstruction projects for implementation and on the basis of
predetermined policies. These institutions are assisted by numerous other public and private organizations including the Housing
Foundation, the Endowment for the Eighth Imam, patron organizations and revolutionary foundations.
The government plans to reconstruct and renovate the damaged
rural and urban settlements in the fastest possible time and within
the framework of the nation's capabilities. Planning, cultural matters and human dimensions of reconstruction have received particular attention. It is hoped that as these areas are revitalized
and conditions for production, employment and socio-economic
development are provided, the war-migrants will return and help
rebuild their damaged structures. Housing reconstruction has
remained a major parameter in the overall plan for normalization
of conditions (labi'i sazi) in the damaged areas. In wartime, reconstruction was a largely emergency or replacement activity focused
largely on housing, but it is currently focused on quality and
developmental aspect of the projects being implemented and
directed toward productive units and infrastructures.
Where possible, the government will not relocate or attempt to
combine damaged settlements. Rather, the policy is to rebuild
them on their original sites (darja sazi). This will minimize costs,
save time and prevent unnecessary conflict between the people
and the government. The government also avoids reconstructing
apartment complexes, building houses before the owners have
returned to their settlements, and using prefabricated techniques.
Experience in Iran indicates that these methods have not been
popular with the people. Rather, endogenous techniques and ones
that use more local or national resources are preferred. They are
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ment programmes and urban/rural service projects, implemented
by reconstruction offices in the damaged areas. As for management
and public participation, just as in the case of earthquake reconstruction projects, owners are responsible for design and reconstruction of their own units. The role of government is limited to
investing in job-generating productive units, supervision of reconstruction process, provision of technical services and financial
assistance. In all cases, site preparation is a public job. The
government is also responsible for equipping public offices with
adequate equipments and skilled labour force and delivering basic
construction materials to the projects at the site.
Financially, the public sector assists reconstruction by investing
in infrastructures, providing technical and managerial personnel,
reimbursing the public for part of the war-related losses, and
granting credits, loans and other banking services. For rebuilding
urban residential units (from 60 sq m to 120 sq m), the government
pays up to Rls 6 million plus construction materials. The Director
of Provincial Reconstruction Office may at his discretion assist the
owner for up to 180 sq m of roof coverage; the owner may also
be assisted by bank loans. For urban commercial establishments,
the government pays up to Rls 1.5 million and assists the owner
with bank loans. For rebuilding and renovating production units,
the government pays up to Rls 6 million and provides construction

tructural projects, implemented by ministries. The 'popular sector'
(bakhsh-e mardomi) deals with reconstruction of residential and commercial units, implemented by the owners themselves. The
`regional sector' (bakhsh-e mantagehei) encompasses regional develop-

materials, followed by provision of conditions for productive
employment particularly in agriculture and small industries. Provision of heat, water, electricity, road, infrastructures, educational
and health services, communication links and urban amenities is
also considered a critical first step. At national level, reconstruction
of large industrial units such as petrochemical complexes, oil
refineries and power plants have had special priorities.
Reconstruction plans are distinguished into three categories. The
`national sector' (bakhsh-e melli) includes large industrial and infras-

said to reduce the nation's technological dependency. A flexible
planning approach is adopted so that feedbacks and inputs from
people are easily incorporated to improve the quality of operations.
In reconstructing population centres, priorities are given to residential and commercial units and factories producing construction
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The exiled Iranian industrialists, bankers and merchants are
now being asked to return to their country, take control of their
expropriated properties and develop export industries with a high-

from ideology towards more pragmatism. In the realm of economic
development this has meant an increasingly bolder, flexible, open
and more market-oriented strategy as reflected in the five-year
plan. In the aftermath of the Persian Gulf crisis, the government
has sped up the pace of changes in this conventional direction and
is introducing a few major policy changes. Significantly, the idea
of bottleneck removing and maximum utilization of the existing
productive capacities is giving way to a policy of increasing capital
formation; the private sector will be more quickly expanded at the
expense of the public sector than originally envisioned; and a new
export-promotion industrialization strategy will replace the original
import-substitution strategy. The export orientation of the economy is hoped to reduce dependency on oil-earned foreign currencies although the government is now thinking to expand the oil
production to over 5 million barrels per day by 1993. The exportpromotion strategy is also hoped to diversify the economy at the
same time that it will generate a new industrial dynamism in
the country. The new approach is designed to speed up Iran's
reintegration into western economies and broaden its regional
economic role.

Ever since its inception in July 1989, the government of President
Ali Akbar Hashemi Rafsanjani has been steadily moving away

POLICY CHANGES IN THE WAKE OF THE KUWAITI
CRISIS

their villages the following seven 'basic' household items at official
price: machine-made carpet, refrigerator, television (black and
white), stove, kitchen ware and plates, sewing machine and fan.

materials at the official price. Other government assistance
includes bank loans and sale of foreign exchange at official rate to
the ow ners, to be used for purchase of machinery and equipments.
The government also reimburses the inflicted public for a long list
of rllmagPd
r.nging from .gricultnr1 pr" ,lucts t" pahn trees,
animals and private vehicles. Building permits and access to water
and electricity are also provided free of charge. The Reconstruction
Organization is responsible for free clearing and removal of debris.
Finally, the government sells to the war migrants who return to
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tech content. They may also purchase other nationalized industries
and establish new 'credit institutions' to run parallel to the
nationalized banks. All legal charges against them are also being
dropped by the government. Those who return will additionally
benefit from the government's easy loan progr---es given for
promotion of Iran's exports and establishment of productive units.
Up to 80 per cent of initial investment may be borrowed from the
government. The most favoured projects include steel production,
automobile, chemical and petrochemical, apartment complexes,
hotels, new towns, urban installations and packaging industries
for exports. A more liberal approach is also being adopted toward
foreign investment. Now foreign investors may own up to 49 per
cent of the joint ventures and may face only minor restriction on
profit repatriation. They are, however, encouraged to establish
export industries and promote Iranian exports to generate the
needed foreign exchange. Joint ventures and buy-back projects are
favoured mechanisms, but other forms of borrowing and foreign
investments are also pursued. The pre-revolutionary Law for Promotion and Protection of Foreign Investments has been reinstituted and changed to reflect the new policy.
The government also wishes to extend its ongoing co-operation
with the World Bank, International Monetary Fund (IMF) and
the Asian Development Bank (ADB). The IMF has completed a
report on the Iranian economy and the government in Tehran is
silently implementing the IMF's recommendations for normalizing
the economy: subsidies are being eliminated for most commodities,
price control is being lifted, the rial is devalued substantially, and
the size of the government will be further reduced." In April 1991
Iran also increased its share in IMF in the hope of having access
to a larger loan in the near future. In March 1991 the World
Bank gave a $250 million loan to Iran for the reconstruction of
the earthquake-damaged areas. Iran participated in the ADB meeting in late April 1991 as an observer and hopes to become a
member soon. Iran will seek project loans from these institutions,
the World Bank in particular (for dam construction, transportation
systems and irrigation canals), and will be willing to make certain
concessions on conditionality and transparency of data. Government officials would not acknowledge if they are also willing to
take loans for structural adjustment; they may well take that too.
These and other policy changes were announced by Dr Mohsen
Nourbakhsh, Minister of Economic and Financial Affairs, and Dr
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1990: Prospects for Co-operation', held in the historic city of Isfahan, Iran, on 12 May 1991. Foreign participants included OPEC's
Director; Oil Ministers of Saudi Arabia, Kuwait, Venezuela,
Indonesia, Algeria, the Soviet Union, South Korea and Oman;
executives of over sixty oil companies from the United States,
Europe and Asia; and researchers and journalists from a variety
of institutions in the west. Domestic participants included several
ministers and many high-ranking government officials.
In a message to the conference, President Rafsanjani emphasized
that the 'bipolar world system' is all but gone, and the Foreign
Minister, Ali Akbar Velayati, said that 'a new order' is emerging
in which 'economic considerations overshadow political priorities'.
The Chief of Plan and Budget Organization Roughani Zanjani
indicated Iran's determination to create a free market system and
the Central Bank Director Adeli outlined Iran's plan for foreign
borrowing and attraction of foreign investments. Similar messages

a new concept of security arrangement based on economic cooperation (as opposed to the old concept of 'balance of power').
These changes have, in turn, necessitated a more outward-looking
strategy for Iran. Besides, Iran as the largest country in the region,
with rich material and human resources, is said to have a natural
advantage to extend its regional economic role and take a larger
share of the 200-million regional market.
The new approach was again underscored during a subsequent
major international conference on 'Oil and Gas in the Decade of

Mohammad Hussein Adeli, Governor of the Central Bank, during
a two-day conference on 'Economic Development in Iran', organized by Iran's Permanent Mission to the United Nations and held
in New York City on 2-3 May 1991. Conference participants
included Iran's Ambassador to the UN, other government offirialq,
exiled Iranian industrialists, bankers and merchants, and economic
professors and graduate students in US universities. (I was among
the participants.)'° According to these officials, the 'new approach'
will bring Iran's economic policies more in line with the 'new
regional and international realities' as demanded by the 'new
period' that has followed the Kuwaiti crisis. In particular, Iran's
behaviour during the crisis has increased its international stature
and improved its relations with the west. Meanwhile, according
to these officials, initial attempts by the US and Arab governments
to isolate Iran have failed, while the Iraqi defeat has strengthened
Iran's regional standing, making it possible for Iran to advocate
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3.5 million barrels per day (mb/d) to 5 mb/d by 1993. The IranIraq War and confrontation with the United States in the Persian
Gulf destroyed a good part of the country's oil installations. Iran's
current ( June 1991) OPEC quota is about 3.5 mb/d. The organization faces overproduction and Saudis are pumping some 4 mb/d
more than their quota. Venezuela, United Arab Emirates and
Nigeria are also producing above their OPEC quotas. Iraq and
Kuwait are expected to begin production soon.
To increase production, according to the minister, Iran will
undertake new explorations, repair and modernize the damaged
oil platforms, and gasify the existing wells. Iran will use foreign
borrowing and assistance for some of these activities. Presently,
oil experts from France and Japan are assisting Iran in repairing
and modernizing the platforms. For exploration of seventeen wells,
Iran has 'rented' some equipment from Canada, but the job is
being done by the Iranians themselves. Iran and the Soviet Union
are co-operating in exploration on the Caspian Sea and at least
one well is said to have reached oil. Gasification will soon begin
and the job will be done by the Iranian experts, the minister said.
The new pricing policy is based on co-operation with Saudi
Arabia and other OPEC members. In the 1980s Iran followed a
policy of confrontation with the Saudis. This policy will also focus
on the actual oil market and seek a stable price rather than push
for a higher unsustainable price as in the past. The pricing policy
will also account for economic growth in the west. Finally, Iran
hopes to increase its oil exports to the west and direct deals are

companies'.''
In the mean time, he said, in a post-conference interview that
Iran is taking steps to change its oil production, pricing, and
marketing policies. 18 Production will be increased from the present

cedented attempt to further mutual understanding among the main
players in oil industry including producers, consumers and oil

bakhsh.
In a press interview, the Oil Minister, Gholamreza Aghazadeh,
said that the conference reflected the changes brought about by
the Persian Gulf crisis, evolution in the world oil markets and
restructuring in the world economy. He said demand for oil will
increase in the 1990s while non-OPEC oil production will decline,
increasing demand for the Persian Gulf oil. Logically, therefore,
`Iran as a founding member of OPEC has initiated an unpre-

were also given by the Minister of Economy and Finance, Nour-
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This amounts to a 95 per cent devaluation of the Iranian rial.
Floating rates are available through designated publicly owned
banks. Both Iranians and foreign nationals are eligible and they
may open a foreign-currency demand deposit account in an authorized bank. Before the reform, foreign visitors had to exchange at
official rate and pay their hotel bills in foreign currencies. Although
the official and floating rates make up for the bulk of foreign
exchange transactions, the government also maintains other
special-purpose exchange rates. The 'competitive rate' (about 600
Rls/$) is designed for general assistance to industrial units,
importers and exporters of select commodities. The 'preferred rate'
(about 425 Rls/$), on the other hand, is given for provision of raw
materials and other inputs for factories producing industrial goods,
medicine and food. The 'service rate' (about 845 Rls/$) accounts
for the least significant foreign exchange transaction. It is given
to government employees travelling abroad and to students studying in approved fields in accredited foreign universities. A much
lower service rate (300 Rls/$) applies to medical patients who

Council's special rate. The initial floating rates were set by the
Central Bank at 1,335 Rls/$ for sale and 1,338 Rls/$ for purchase.

development projects. The 'floating rate', on the other hand, is
given for imports registered through the Ministry of Commerce,
non-oil exports, tourism and health services which have to be
performed outside the country but are not eligible for the Medical

the various administrative hurdles in the foreign trade sector were
eliminated. The new system is expected to promote non-oil exports,
foreign investments and tourism. The floating rate is an addition
to the old multiple-tier exchange system which will soon be simplified. The 'official rate' (about 65 Rls/$), makes imported necessities affordable and is also given for large-scale industrial and

To prepare for the new approach, on 21 January 1991 the
Islamic Republic of Iran had put in practice a major reform
package dealing with foreign trade and exchange rates.' 9 Accordingly, a new floating exchange rate for rial was introduced and

eastern Europe. Iran also plans to expand co-operation with some
Third World countries in downstream projects.

presently sought with several US companies. A few months ago,
Washington informed US companies that they may buy oil from
Iran but under the condition that the proceeds be kept in a Special
Account in The Hague from which American claims against Iran
could he p=;(1 Iran intends to eliminate its barter trades w ith
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need treatment abroad and are eligible for the Medical Council's
special rate. Finally, there is the black market rate which stood at
about 1,450 Rls/$ in February 1991.
The new reform also introduces major changes in the way
foreign trade will be handled. Under the old system, exporters
were subjected to cumbersome administrative paperwork and had
to observe a quota system for various exportable commodities.
They also had to make a commitment to sell to the government
a given portion of the foreign currency earned in the trade at a
fixed, state-determined exchange rate. Importers were also restricted in the amount of foreign currencies that they could transfer to
outside the country. Under the new system, all these have gone:
only a simple export form, along with a commitment letter, has
to be submitted, the quota system is eliminated, and the exporters
will sell the currency earned to the government at the going market
rate. The exporter may also choose to import certain essential
goods using the earned currency. In either case, an exporter has
up to six months to act. For a carpet exporter, the time limit is
twelve months. Beyond these deadlines, they pay a fine. There is
also no limit on the amount of foreign currencies importers can
buy at the floating rate. Control over transfer of currencies so
obtained outside the country has also been relaxed. The government is expected to eliminate its barter trade agreements with
eastern European countries. The new system includes certain
incentive provisions for exporters.
As an immediate reaction to the new system, free market rates
dropped by about 8 per cent in less than a day after it was
announced. However, the market recovered the loss in less than
a week. Prices of certain imported commodities increased, but the
change was not significant. The Persian Gulf crisis continues to
influence free market exchange rates in the country. The system
is expected to increase Iran's non-oil exports by lowering their
prices and thus making them competitive in the world market.
The system could also eliminate extensive trafficking in Iranian
non-oil exports, making the trade statistics more reliable. It is also
expected to lower the country's non-essential imports as their
prices will rise in the home market. Finally, the system is hoped
to encourage foreign investment and tourism as it cheapens their
rial expenditures. Indeed, the rial expenditures of foreign companies and their personnel, tourists and other non-nationals have
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The remaining space does not allow for a comprehensive treatment
of these conditions and their possible impact. In what follows, I
shall provide only an outline to underscore the most important
factors particularly with respect to the new export-oriented strategy. My aim is to stimulate future research and discussions.
The significance of foreign policy conditions becomes clearer when
we recall the recent policy changes in the direction of an exportpromotion development strategy. Access to foreign markets, transfer of technology and knowledge, and attraction of foreign investments are critical for the success of this outward-looking strategy.
Moreover, in the pre-revolutionary period, Iran was integrated
into and depended on the capitalist world economy in two major
wa ■ s: export of oil and import of industrial inputs and food. This
integration and dependency has continued in the post-revolutionary period. Iran also depended on the regional markets for the
expansion of its consumer goods industries in the 1970s. This need
for markets in the neighbouring states will be felt again as export
industries expand. In other words, while sizeable amounts of capital, technology and other inputs would have to come from the
west, export markets must be found in the region. Thus improved
relations with the west and the states in the region is an important
factor in Iran's economic development plan, particularly now that
the government in Tehran has chosen to follow a capitalist path
and an export-led growth.
The pragmatists have long recognized this fact and tried to

I foreign policy conditions
2 foreign exchange conditions
3 human capital conditions
4 domestic political conditions
5 structural bottlenecks.

Iran is a resource-rich country with proven potential for economic
growth and political leadership in the Middle East. Yet the success
of the pragmatist government in normalizing the economy and
then leading it toward a sustainable growth path will depend on
the following economic and extra-economic constraining factors:

PROSPECTS FOR SUCCESS

dropped by twenty times since the rial was floated in January
1991.
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improve relations with the west and the regional governments.
However, the Islamic Republic's success was largely limited prior
to the Persian Gulf crisis. A major obstacle was Iran's fractured
image in the west. In particular. the west portrayed the regime in
terms of the worst stereotypes: icilorism, barbarism and fanaticism. The anti-western nature of the Revolution and the Islamic
Republic's adventurist foreign policy were the most responsible.
By the time of the cease-fire with Iraq in August 1988, Iran's
fractured image and its consequent international isolation had
become causes for significant material and social costs to the
country. Recognizing the problem, the pragmatists began their
quest for friendship with the west by focusing on a policy to change
the fractured image.
To begin with, the pragmatists have accepted the argument that
the `bi-polar' world system has basically disappeared, replaced by
`a new order' in which 'economic development and co-operation'
are importan0 But they are silent on which country or countries
now dominate the world political economy. In practice, however,
they have tended to espouse the argument for a unipolar world
system with the United States at its zenith (as opposed to the
argument for a multi-polar world system). Alliance with the declining Soviet Union is considered without any significant strategic
value. Accordingly, pragmatists moderated their behaviour vis-avis the west and changed Iran's foreign policy from one of adventurism and belief in use of force to one based on realism, cooperation and negotiation. A forceful export of the Revolution was
also rejected while restoration of relations with neighbouring states
on the basis of international law, mutual respect and good neighbour policies became a major objective. Despite Rushdie affairs
and a monetary dispute with France, relations with Europe also
improved as French and British hostages in Lebanon were set free
and European businessmen began arriving in Tehran to negotiate
important reconstruction projects. However, relations with the
United States remained unfriendly although a slight convergence
of view was also observable among the two governments by the
summer of 1990. The pragmatists have used the June 1990 killer
earthquake as an opportunity to close the gap with some of the
regime's old enemies.
While these developments were occurring, the Persian Gulf crisis
began, providing the regime in Tehran with a golden opportunity
to institutionalize its new westward-looking policy. As I have
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world community, especially in the Arab world!' In particular,
Iran condemned Iraqi invasion and annexation of Kuwait,
demanded its immediate and unconditional withdrawal, supported
and observed all UN resolutions, including the one authorizing
the 'use of all necessary means', opposed linking Kuwaiti and
Palestinian issues, and continued to recognize the legitimacy of
the al-Sabah government. Iran also down played its ideological
interests and used its influence to moderate radical Islamic opposition to the USA's intervention. The Iranian religious leaders
maintained that the war was between two unjust powers rather
than between Islam and infidels.
As a result, relations with the UN, the west, regional governments and the anti-Iraqi coalition and other states throughout the
world improved during the crisis. Most notably, Iran re-established relations with Britain in the beginning of the crisis and later
released Roger Cooper, a British engineer who was in Iranian jails
for over five years on charges of spying. Iran—France relations also
improved and the two nations resolved a major dispute in the
midst of the crisis over repayment of a loan made by the late Shah
to the French government. Relations with Germany and other
European countries have also improved significantly. In the early
1990s, along with Japanese firms, many European businesses are
involved in a variety of post-war projects in Iran. The quick end
to the war was a blessing for the pragmatists who look to Europe
and Japan for the post-war reconstruction.
Iran—USA relations continue to be suspended; on balance, however, relations improved as the two governments' views converged
during the crisis. It is noteworthy that the pro-Iranian Shi'a groups
in Lebanon did not harm US hostages during the war. They also
refrained from any terrorist action against US interests in the
region. During the crisis, Iran also released an American, Erwin
David Rabhan, jailed in Iran since October 1984. During the USled war against Iraq, President Rafsanjani even suggested that US
forces might be allowed to use Iranian territories in 'emergency'
cases, and proposed to mediate between the warring parties and
indicated his willingness to talk to Americans, something he called
Javad Larijani, a senior presidential adviser, also spoke
the government mind when he said that there could be a 'marriage

shown elsewhere, Iran's Persian Gulf policy was designed not only
to achieve its strategic national interests in the region but also to
correct Iran's image in the west and earn it new stature in the
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of convenience' between Iran and the USA whereby the USA
helped rid the region of President Saddam Hussein of Iraq by
promoting a coup and sponsored a 'regional security arrangement',
or a 'United Nations monitoring group with US participation'.
Such a 'marriage of convenience' will he to both parties' benefit,
he said, because they share an interest in a peaceful and stable
Persian Gulf region and in reliable oil markets.
In its turn, the United States indirectly encouraged the World
Bank to assist Iran with a $250 million loan for reconstruction of
earthquake-damaged areas. With the tacit approval of the United
States, the IMF is also helping Iran normalize its war economy.
The US plan for security of the Persian Gulf as outlined by
Secretary Baker also included Iran." Despite this rapprochement,
President Bush extended the economic embargo against Iran
(Executive Order No. 12170) for another term in November 1990.
The USA now looks to Iran for freeing its hostages in Lebanon
and a change in the Republic's economic system. Iran in return
wants the USA to recognize its legitimate interests in the Persian
Gulf and its security system. Iran also wants the economic
embargo lifted and its assets released, including some $10,000
million in frozen bank accounts and the military hardware purchased by the late Shah. Until USA—Iran relations normalize,
Iran's reintegration in the capitalist world economy will remain
marginal, causing serious difficulties for the capitalism-roader
pragmatists. Realizing this, the US administration remained cool
to many overtures from Iran in the first half of 1991, hoping to
extract maximum concession from Iran. 23
In the region, Iran's relations have improved with almost all of
the states with the exception of Iraq and Afghanistan. Iran reestablished relations with Saudi Arabia, Egypt, Jordan and
Kuwait, and has improved its ties with other Persian Gulf littoral
states, Arab states and non-Arab governments in the Middle East
including Turkey and Pakistan. Economic and political ties with
the Soviet Union, Iran's neighbour to the north, have also been
strengthened under the pragmatists. As a consequence, Iran is
now better positioned to co-operate with Saudis in the OPEC,
expand its security role in the Persian Gulf, and expect significantly increased economic relations with the regional states. Before
and during the Kuwaiti crisis, relations with Iraq also improved;
since the end of the US-led war against Iraq, however, relations
between the two states have deteriorated again. Iran needs to
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improve relations with Iraq and Afghanistan before it can realize
the full potential of its newly enhanced ties with the states in the
region. Arab nations in particular.
These developments in Iran's external relations will no doubt
help the errantry in its qi , est for a n tntw.r,1 -1,-,o4ing development
policy. But it is highly unlikely that they will guarantee Iran a
stable access to oil and non-oil export markets, industrial inputs
including advanced knowledge and modern technology. Thus,
foreign exchange conditions are expected to restrict implementation of
the new policy. The oil market remains uncertain, to say the least.
Western economies will not return to a growth path for some time
to come and recession in these countries will force their people to
conserve more energy. The USA will invest more in domestic oil
production in the wake of the Kuwaiti crisis and public pressure.
The Soviet Union could enter the global oil market as a new
competitor for the OPEC. The Soviets could also compete with
Iran for export of gas to Europe, a market Iran plans to enter
with high expectation. Third World oil importers will face economic slow down for most of the 1990s. Iraq and Kuwait will soon
begin pumping again, while Saudi Arabia will have no incentive
to reduce its production and lose its expanded market share.
Finally, most oil producers, including Iran, plan to increase production and exports.
Thus, it is possible that OPEC in the 1990s will be faced with
a persistent oil glut and price decline because of sluggish demand
and increased supply. This development could jeopardize the
organization's existence or at least reduce its effectiveness, as happened in 1986. OPEC may insure itself from this possible calamity
if it could co-ordinate its members' production policy and prevent
a supply war among them. A reasonable and stable pricing policy
will help consumer economies and thus prevent a decline in
demand. Western governments, the United States in particular,
also have a stake in stable oil prices and supply. As such they
may also take steps to prevent an OPEC disaster if they find the
organization helpful and co-operative. OPEC can also count on the
support of the western oil companies and non-OPEC oil producers,
particularly in the North Sea, who would also lose in case of a
breakdown in oil markets.
The Iranian non-oil export markets also face an equally uncertain condition. Even if Iran was to improve relations with all the
states in the world and get successfully reintegrated in the capitalist
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world economy, there is no guarantee that these will increase
Iran's access to world export markets, particularly for high-tech
commodities. Many Third World governments have taken this
route and failed miserably; they have all ended up in huge debts.
g oo d
could
•
not be t a k e n
;La East Asia
A few sutt_csbful
examples. While protectionism is in the rise, Iran's scientific and
technological backwardness will make it impossible for the country
to compete in the highly advanced global market even if the world
was to open its door wide to a latecomer. Iran would also have
difficulty to expand into Middle Eastern markets for even mediumtech exports. While Iran was at a standstill since 1979, other
nations in the region improved their industries and technological
capabilities. Saudi Arabia, for example, has developed enough
petrochemical industries to supply all of the nations in the region,
while Turkey's manufacturing products are sold in many Middle
Eastern countries. Regional markets are already penetrated and
dominated by the Japanese, Europeans, Koreans, Taiwanese and
others.
This does not mean that Iran should not attempt to expand its
exports production and markets. What Iran should not do is to
try to compete in the global market using imported technology;
Iran should not attempt to enter the high-tech exports markets for
the time being. Even if Iran was able to develop and market such
commodities successfully, the net effect could well be a loss of
foreign exchange for the country as most inputs including technology will have to be imported at exorbitant prices. Rather, Iran
should begin its outward-looking policy by expanding its export
production in areas where it already has a comparative and competitive advantage. Even then Iran needs to target its export production so that it can develop and master the technology in a
shorter time. In the mean time, Iran has to advance its industrydriven R&D and scientific basis if it wants to expand at some
future time in the direction of high-tech exports. This will in turn
depend on the ability of the government to expand higher education, encourage applied research, find its market niches and
provide the necessary conditions for the return of the exiled Iranian
scientists, researchers and industrialists. An education-first strategy
within a democratic environment is the first most important condition for development of high-tech knowledge and exports. Iran
needs to build science cities, industrial parks. institutions of higher
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education and research laboratories before it can hope to become
a player in the highly specialized and competitive global market.
This leads me to the problem with human capital conditions. Iran
lacks not only a high-level workforce but also people with basic
skills suc h a s t ec hnici a ns. There are two routes !ran can take to
remedy the situation: expand education and training at home,
and encourage self-exiled and exiled Iranians to return to their
homeland. The government has been attentive to both of these
opportunities. More needs to be done in these areas, domestic
education in particular. In the short run, however, Iran's best bet
is to focus on millions of educated Iranians abroad. Thus far the
government's attempts in this direction has not paid off at any
significant level. Iranian scientists and researchers have not shown
great willingness to return under the given domestic conditions.
Of 2 million Iranians who left the country after the Revolution,
about 15 per cent have returned to Iran since the death of Ayatollah Khomeini in 19892° Disparity in living standard and wages
between Iran and the west are among major obstacles; sociopolitical reforms are another condition for the return of the exiles,
although this demand is not always explicitly acknowledged. It is
for this reason that the government's new policy does not
adequately emphasize the return of these people; indeed there is
no plan at present to return them although an office within the
President Office is looking for ways to break the impasse. Instead,
the government has focused on Iranian businessmen abroad who
seem to care more about the security of their capital and a higher
profit rate than say women's rights or democracy.n But if the
government was to invite only the businessmen back home but
not the educated Iranians, then the Iranian economy including its
non-oil export sector will become fully dependent on the capitalist
world market for all that it consumes, from knowledge and technology to industrial processes and low-order inputs such as food
and intermediate goods. Such a result will also not conform to the
pragmatists' largely nationalistic plan for Iran's future.
The prevailing domestic political conditions will also work toward
slowing the pace of the planned changes. Factionalism within the
regime and the national political discord continue to remain causes
for wasteful expenditure of the government's energy and resources.
The radicals are still a nuisance although their power is increasingly being reduced. They have criticized the Rafsanjani plan for
its lack of attention to the plight of the poor and social justice.
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They also castigated the plan for its westward direction. To them
this policy amounts to a major deviation from the teachings of the
late Ayatollah Khomeini. Their own alternative calls for more
state intervention, equitable distribution and balanced development, and a self-reliance strategy. Hoijatt 01-Islam Ahrn.d K horneini's denunciation of those who met the exiled Iranian capitalists
in New York City is only one indication of resistance to the new
policy (he is the late Ayatollah Khomeini's son).•'" Factionalism in
the absence of partisan politics has been particularly responsible
for perceived political instability and inconsistencies in economic
policies and programmes of the government.
National discord on the other hand has imposed on the society
a tenacious repression, lack of trust among individuals and
between them and the state, and a general sense of social insecurity. In such an environment, most businesses do not take risk and
tend to remain dormant and traditional; nor do most scientists,
researchers and technocrats find space to fully blossom. Innovation, novelty, originality, creativity, ingenuity, change, reformation and modernization are the main casualties in such circumstances. As I have indicated elsewhere, these problems are
compounded by an obsolete political culture, among other factors,
that hardly lends itself to constructive behaviour and democratic
relations; rather its effect is to prevent Iranians of different ideological and political persuasions to reconcile their differences and
collect their energies for democratization and reconstruction of
their society. 2° Changing this culture takes no less than a perestroika,
designed specifically for the Iranian situation — an Iranian perestroika
that will involve all levels of the society, from individual to the
government, and from economics to politics.
Openness to the world and inviting Iranian businessmen hack
home are steps in right direction. However, unless these are
accompanied with other desperately needed reforms in socio-political spheres, the net effect could well be more dependency, exploitation and repression than at present. Businessmen, foreign or domestic, will ask for tighter security for their investments and a more
disciplined work environment than hitherto existed. They will also
plan to make more money and at faster pace in a less certain
environment in which they will be operating in the beginning.
The government's Law for Attraction and Protection of Foreign
Investments also allows for larger profit repatriation than ever
before. The exiled Iranian businessmen would want a bigger profit
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rate to compensate quickly for their actual and opportunity costs
since the Revolution. They have also learned the western way of
business, a more repressive way than they used to follow in prerevolutionary Iran. This higher-exploitation method would also
confirm to the government's desire to achieve quick economic
growth. but it will also exacerbate the already extremely skewed
income and wealth distribution in the country and may lead to
political instability.
However, provision of these conditions is not going to be easy
for the government in an already well-politicized society where the
working people have become poorer, still have the gun and are
considered a basis of power in an Islamic state. For the pragmatists
to change this base will take a long time. Therefore, the alliance
between the pragmatists and the businesses can be expected to
produce more inequality and repression in the immediate future
unless parallel political-economic reforms are introduced. But businesses will not be interested in such reforms as democracy and
social justice could be perceived as threatening to the security of
their investments and profit. Nor will they have a stake in sociocultural reforms in so far as their families will be left behind in
the west. This means that the educated middle-class Iranians
would have to press for democracy in the country as the government goes after businesses to revive the economy. But the domestic
groups would need the support of the largely self-exiled educated
Iranians in the west to accomplish the task. Thus, for an Iranian
perestroika to occur, the policy to return the exiled businessmen
must be accompanied with an equally serious policy to return the
educated people.
Finally, there are various other structural bottlenecks, including
infrastructural and superstructural obstacles. Transport, communication and energy shortage, institutional underdevelopment, organizational parallelism and managerial deficiencies have often been
noted. The country also needs to implement meaningful reforms
in its landholdings, tax system, women's rights, labour law and
regional administration. The main direction of these reforms
should be toward creating balance in the society. No successful
development has ever been built upon extreme economic and legal
imbalances. On the contrary, economic development everywhere
has followed important balancing economic and legal reforms. This
is why the government's 'growth first, redistribution later' strategy
(which is complemented with an IMF-type stabilization pro-
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1 H. Amirahmadi, Revolution and Economic Transition: The Iranian Experience
(New York: State University of New York Press, 1990), pp. 127-30.
2 Ibid., pp. 236-7.

NOTES

gramme and a World Bank-type structural adjustment policy) will
have difficulty to work in a nation where some 65 per cent live
below poverty. If past experiences are of any indication, the presumed trickle-down effect will not occur on time to prevent the
wnriring penple from protesting
in the streets
The private sector also needs to develop a more nationalistic
and responsible attitude toward the economy and the nation. But
this may not occur unless the state is made more accountable to
the people. This change will, in turn, require that the state disciplines itself, increases its dependency on taxes against oil income,
substitutes criteria for relations in promotion of its officials, and
eliminates the widespread corruption. In this connection, I wish
to invite attention to the neglected problem of administrative tuyul
system in the Islamic Republic."' Public offices, the revolutionary
foundations in particular, are divided among various Islamic factions, influential religious authorities and individuals with close
family ties with the political leaders. While an old practice, the
system has taken a more explicit and functional form since the
Revolution and has developed into a political-economic vehicle of
power and influence. This corrupt system of national administration has led to significant inefficiency, favouritism, nepotism
and partisanship within and without the government. In recent
years, however, the problem has been somewhat mitigated because
of two developments: pragmatists made efficient management and
increased productivity conditions for maintaining tuyuls; and, in
the mean time, a healthy inter-tuyul competition emerged over
expansion of tuyul territories. These changes notwithstanding, the
tuyul system is inherently inefficient and corrupt. It must be totally
eradicated and replaced by a system that makes public offices
accountable to the people and appoints managers on the basis of
knowledge and leadership capabilities. The aforementioned
reforms may not be easily accomplished as old habits tend to
obstruct novel thinking and practice while reform-resisters and
special interest groups continue to occupy sensitive positions in
the political economy.
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