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Continuity and Change: A Study of Shia Islam 
and Modernisation in Iran 

This study examines the processes of continuity and change in modern Iran, 
covering the period before and after the 1979 revolution, analysing the changing 
character of Shia Islam historically to explain Shia thinkers' perception of and 
response to the modern world. In making this assessment, elements of the history of 
Shia Islam are examined. This is to illustrate its relationship with modernity, not as 
a historical treatment of Islam. In explaining its relationship to modernity, this study 
identifies the nature of the development of the Iranian political economy - from 
pre-capitalism to modern capitalism - as having taken an uneven form. This 
unevenness is largely a consequence of the incorporation of the old mode of 
production into modem capitalism. The key area in this process has been the 
modem oil industry and its relation to the state - which emerged as a rentier state (a 
state which receives a huge amount of income without the need to impose high 
taxation), and continues to play a vital role in Iran's political economy. 

The uneven development is reflected in social and cultural areas, where there 
has not been uniformity in the integration to the world economy; rather the 
adaptation to new developments has been uneven. Shia Islam as an ideology has not 
been immune from this process: the original ideas and beliefs may be presented 
anew but the core survives, in the Koran, Hadith (sayings of Prophet) and traditions. 
Religious leaders have had to concern themselves with the transformation occurring 
within the community, whether at local or global level. The role of Shia thinkers 
becomes vital in explaining major transformation in their perceptions, promoting an 
understanding of modem institutions such as the nation, state and constitution. 
The establishment of the Islamic Republic in 1979 showed elements of both 
continuity and discontinuity in the perception of Shia thinkers and these are 
examined, in particular, concerning the role of the state and the oil industry. This 
continued to play a vital role after the revolution, as the state still had to obey the 
dictates of the world market, for the export of its oil and import, not only of 
necessary raw materials and capital goods for the operation of the nationalised 
industries, but also to provide the supply of arms required to fight its war with Iraq. 
Forced by these economic and political constraints, Shia thinkers' perceptions 
relating to modernisation continues to present itself in diverse forms. 
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Glossary 

Abbasid - Descendants of Abbas al-Hashemi, Mohammed's uncle - founded an 
Islamic dynasty from 749-1256. 
Ahkam awaliya - Primary commandments. Rules of the sacred law that are 
obligatory. 
Alim - learned religious authority. 
Akhbar - Traditions and sayings of Mohammed and the Imams. Plural of Khabar. 
This is made up of Asnad, names of those who transmit the Traditions, and Mann, 
the text of the Traditions. 
Akhbari - Traditionalist School established in 1624 in Shi'ism that advocated strict 
adherence to the Akhbar and rejects ijtihad and rational jurisprudence. 
Anjoman-e Daneshjoian-e Islami - Islamic Student Society, founded in the mid- 
1960s by, amongst others, Abol Hassan Bani-Sadr. 
Ansar - Helpers. The first converters from Medina and its population, who gave the 
Prophet asylum. 
Aql - Reason, one of the four sources of Shia law. 
Ashab - Companions. The people who accompanied the Prophet. 
Ashura - Tenth day of Moharam, the anniversary of martyrdom of Hussein, son of 
All. 
Ayatollah -'Sign of God', high ranking Shia clergy. 
Bahais - The followers of Baha Ullah, religious leader who they saw as a 
manifestation of God on earth. Broke with Shi'ism in 1860s. 
Bonyad Mostazafin -The Foundation for the Disinherited, established in Mar, 1979 
to administer the expropriated property of the Shah's family. 
Caliph - Successor to Mohammed. 
Dar al-Islam - Moslem territory. 
Faqir -Jurist expert in Islamic jurisprudence, pl. fugaha. 
Fatwa - Decree in Islamic law. 
Fedayyan-e Khaleq - Marxist Leninist organisation, founded in 1970 by ex-members 
of the Tudeh and the National Front, including Bijan Jazani and Masoud 
Ahmadzadeh. 
Fedayyan-e Islam - Islamic militant organisation. Led by Nawab-e Safavi, it was 
suppressed in 1955. 
Hadith - The traditions and sayings of Mohammed. 
Hajj - Pilgrimage to Mecca. 
Hikmat-e Allahi - Divine theosophy, or philosophy in Ishraqi school of religious 
thought. 
Hizb-e Iran Novin - New Iran Party, established in 1963 out of the National Party. 
Hizb-e Mardom - Peoples' Party, established in 1963 out of the National Party. 
Husseinya Ershad - Religious centre to commemorate the martyrdom of Hussein, 
founded in 1965 by Mohammed Homaion. 
Ijma - In Moslem law, consensus of legal scholars or of the community as a whole. 



iv 

Ijtlhad - Jurist's ability to derive the rules of Islamic law from religious sources. 
Imam - Descendants of Ali and Fatima, who are leaders of the Shia community. 
Imamat - Shia concept that the Imams are the rightful successor to Mohammed and 
administer divine justice. 
Imam Jumeh - Leader of the Friday prayers. 
Ismailya - Shia sect who follow the Seventh Imam, Ismail. 
Jebhe-e Meli - National Front, founded in 1949 by Mohammed Mossadeq. 
Jihad - Holy war. 
Jihad-e Sazandagi - Construction Crusade, established Jun, 1979 to restructure the 
rural areas. 
Khoms - Religious tax of one fifth of individual's surplus wealth. Originally paid to 
Mohammed (and to the Imams by Shia). Now paid to the Marja-e Taglid. 
Khosneshin - Peasants with no land. 
Komiteh - Revolutionary committee. 
Koran - The Holy Book. 
Madreseh - Religious seminary. 
Mahdi -The Messiah or hidden Imam. For the majority of Shia this is the Twelfth 
Imam. 
Majlis - Iranian parliament. 
Maktab - Elementary religious school. 
Marja Taqlid - Source of imitation. The highest religious authority in 
Shia Islam. 
Mojahedin Islam - Islamic organisation, founded by Abu al Qasim Kashani. 
Mojahedin-e Khaleq - Islamic revolutionary organisation founded in the mid-1960s 
by Mohammed Hanifnezhad, Said Mohsen and Ali-Asghar Badizadegan. 
Mojtahed - Practitioner of Ijtihad. 
Mostazafin - the weak or disinherited. 
Mullah - Term for clergy. 
Nahjol-balagheh - Collection of sermons, sayings and speeches attributed to Ali. 
Nasagh - Peasants with cultivation rights. 
Pahlavi -Dynasty that ruled Iran from 1925-79. 
Pasdaran - Forerunners of the Revolutionary Guard Corps. 
Qajar -Dynasty that ruled Iran from 1792-1925. 
Safavid - Dynasty that ruled Iran from 1501-1722. 
Salat- Ritual prayer, one of the five pillars of Islam. 
SAVAK- Shah's Secret Police, established in 1957. 
Sawm- Obligation to fast during the month of Ramazan, one of the five pillars of 
Islam. 
Sazeman-e Uqaf- Administration offices of the Wagf. 
Seyyed-ol Shohada -'Master of the martyrs', refers to Hussein. 
Shahad- Obligation to bear witness to the Unity of God and Mohammed as his 
Prophet, one of the five pillars of Islam. 
Sharia - Islamic law. 
Sheikh - Honorary title for a wise man. 
Shura - Council. 
Shura-e Nigahban - Council of Guardians, established in 1980 as a constitutional 
body in charge of reviewing/vetoeing on religious grounds Parliamentary Bills. 
Sunna - Primary source of law, comprising Mohammed's teaching, practice and 
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example of Koranic principles. 
Tasowa - Ninth day of Moharam. 
Tawhid - The oneness and unity of God. 
Timurid -Dynasty which ruled Iran from 1375-1499 
Tudeh - Iranian Communist Party, founded in 1941. 
Toyoula - Land held conditionally on the basis of a grant on state or royal domain. 
Ulama - High ranking clergy. 
Umma - Islamic community. 
Ummyad -Islamic Dynasty, 661-750. 
Usuli - Rationalist movement in jurisprudence which advocates Ijtihad and was 
dominant within Shi'ism after 1770. 
Velayat - Authority to hold office. 
Velayat-e Faqih - The jurist's authority to rule on behalf of the Hidden Imam. 
Wagf'- religious endowment, often known as charitable lands. 
Zekat - Religious tax paid on a certain category of property and wealth, used to 
assist the poor. 



Chronology 

622 Mohammed migrates from Mecca to Medina - the hejra. 
630 Mohammed conquers Mecca. 
632 Death of Mohammed, succeeded by first Caliph Abu Bakr. 
637-642 Persian defeat at Qadisiya by the Moslem Arab conqueror. 
644 Uthman becomes Caliph. 
656 Uthman is mudered and Ali becomes Caliph. 
661 Assassination of Ali marks the beginning of Umayyad dynasty. 
670 Death of Hassan, third Shia Imam, son of Ali; it is believed he was poisoned by his wife 

in order to ensure that his son Yazid became Caliph. 
680 Martyrdom of Hussain, Mohammed's grandson at Karbala. 
750 Abbasid dynasty begins. 
874 Occultation of the Twelfth Imam of Shia. 
1258 The Abbasid capital, Baghdad is captured by Mongol invaders. 
1501 Shah Ismail takes over in Iran and declares Shi'ism the state religion. This marks the 

beginning of the Safavid dynasty (1501-1747). 
1597 Shah Abbas moves his capital to Isfahan. 
1722 The collapse of Safavid dynasty. 
1747 Death of Nader Shah. 
1750 Zand dynasty begins. 
1796 Qajar dynasty begins (1796-1926). 
1801 Treaty of Alliance between Iran and Britain. 
1811-1821 Iran loses two wars (and land) with Russia. 
1892 Nasser al-Din Shah cancels tobacco concesion to British company. 
1901 William D'Arcy acquires 60 year oil concession from Qajars. 
1905-1911 The Constitutional Revolution in Iran. 
1906-07 Constitution of Iran and Modus created. 
1906-07 Secret treaty between Britain and Russia divides Iran into their spheres of 

influence. 
1908 Anglo-Persian oil company founded. 
1924 The Caliphate is abolished and the last Caliph is sent into exile. 
1925 Reza Khan become Shah, beginning of Pahlavi dynasty. 
1941 Allied forces occupy Iran. 
1941 Reza Shah is forced to abdicate, succeeded by his son. 
1949 Establishment of the National Front. 
1951 Mossadeq becomes Prime Minister of Iran. 
1951 Nationalisation of oil. 
1953 Ayatollah Kashani splits from the National Front. 
1953 Shah of Iran briefly flees the country but is reinstated with the help of the CIA and 

M15. 
1957 Shah's Secret Service, SAVAK, is created with the help of the CIA. 
1963 Shah declares his `White Revolution'. 
1963 Uprising against the Shah, violent demonstrations in major cities. 
1964 Ayatollah Khomeinie sent into exile, first to Turkey then to Iraq. 
1965 Fedayyan-e Islam assassinates Hasan Ali Mansour. 
1967 Maflis passes Family Protection Laws which grants women the right to instigate 

divorce. 



Vii 

1971 Price of crude oil increases. 
1971 Iran occupies three strategic islands in the Strait of Hormuz. 
1971 Fedgyyan-e Khalq and Mojahedin-e Khalq (People's Mojahedin Organisation of Iran - 

PMOI) established. 
1973 In Geneva a group of western oil companies agrees to increase the posted price of 
crude. 
1973 Shah refuses to join the Arab oil embargo of Israel and its supporters. 
1973 In Tehran the Gulf states agree to double their price of oil to $11.65 a barrel. 
1975 Shah attacks shop-keepers for price-rigging. 
1977 May. A group of leading intellectuals protest against the Shah. 
1977 Jun. Protest of shanty-town dwellers against the slum clearances. 
1978 Jan. Shah attacks Khomeinie in newspaper article. 
1978 Jan. Theology students riot in Qom. 
1978 Feb. Mass demonstrations in Tabriz. " 
1978 Mar. Spread of mass demonstrations to other urban areas. 
1978 Aug. First wave of industrial strikes. 
1978 Sep. Ayatollah Shariatmadari calls for constitutional reform but Khomeinie calls for 

overthrow of the Shah. 
1978 Sep. National Front demands reform programme falling short of the overthrow of the 

Shah. 
1978 Sep. Martial Law declared in Tehran and 11 other cities. 
1978 Sep. Black Friday: hundreds of protesters are killed by police in Tehran. 
1978 Sep. Telecommunications and other workers go on strike. 
1978 Oct. Khomeinie forced to leave Iraq and goes to Paris. 
1978 Oct. Oil workers go on strike. 
1978 Nov. Shah appoints military government led by General Azhari. 
1978 Nov. National T. V. employees go on strike. 
1978 Nov. National Front declares the Shah's regime unconstitutional. 
1978 Nov. Khomeinie calls for Islamic Republic. 
1978 Nov. Bank workers go on strike. 
1978 Dec. Millions protest on the streets against the Shah. 
1978 Dec. Military government collapses. 
1978 Dec. Bakhtiar, member of National Front agrees to form a civilian government. 
1978 Dec. General strike brings the economy to a halt. 
1979 Jan. Shah flees the country. 
1979 Jan. Formation of Committee for Co-ordination and Investigation of Strikes, whose 

members includes Bazargan and Rafsanjani. They call for a return to work. 
1979 Jan. Carter announces US support for Bakhtiar. 
1979 Feb. 'Khomeinie returns to Iran and appoints Bazargan as Head of the Provisional 

Revolutionary Government. 
1979 Feb. The Shah's Imperial Guard attack the Tehran garrison but is defeated by 

revolutionaries who seize weapons. 
1979 Feb. Army declares its neutrality and Bakhtiar goes into hiding. 
1979 Feb. Evin prison is stormed and Revolutionary Courts begin executing Shah's 

officials. 
1979 Feb. Islamic Republican Party (IRP) is formed. 
1979 Mar. Khomeinie suspends Family Protection Laws and bans co-education. 
1979 Mar. Thousands of women demonstrate against imposition of Islamic dress. 
1979 Apr. A referendum decides Iran is to be Islamic Republic. 
1979 May. Creation of Revolutionary Guards. 
1979 Aug. Government cracks down on the left, Kurds and other ethnic minorites. 
1979 Sep. Khomeinie declared Velayat-e Fagih by the Assembly of Experts. 
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1979 Nov. Over 50 hostages are taken from the US embassy. Bazargan resigns. 
1979 Dec. The Islamic Constitution is ratified despite opposition by Shariatmadari and the 

National Front. 
1980 Jan. Bani Sadr is elected president. 
1980 Apr. Iraqi government executes Mohammed Baqr Sadr, famous Shia thinker. 
1980 Apr. US imposes economic sanctions and makes failed attempt to free hostages. 
1980 Apr. Closure of the universities for `clean-up' operation. 
1980 May. Elections for the first Mafia. 
1980 Jun. Attack on National Front headquarters and their newspaper is shut down. 
1980 Jul. The Shah dies in Egypt. 
1980 Jul. The IRP candidate, Rajaie, becomes Prime Minister 
1980 Sep. The beginning of Iran/Iraq war. 
1981 Jan. The last of the US embassy hostages are released from Iran. 
1981 Mar. Bani Sadr is dismissed as Commander-in-Chief of the Armed Forces and goes 

into hiding. 
1981 Mar. Banff Sadr and PMOI set up National Council of Resistance and call for 
overthrow of regime. 
1981 Jul. Rajaie elected President of Iran. 
1982 Attacks by security forces on guerrilla groups. 
1982 Council of Experts set up to decide successor to Khomeinie. 
1982 Khomeinie announces his eight-point liberalisation decree. 
1983 Veiling for women made compulsory. 
1983 Khomeinie opposes nationalisation of trade. 
1984 Iraq uses chemical weapons in its war with Iran. 
1984 Saudi Arabia shoots down Iranian phantom aircraft, following delivery of anti-aircraft 

missile to Saudi from the US. 
1985 Iraqis attack Kharg Island oil terminal. 
1985 Iran receives US-built missiles in a secret arms-for-hostages deal. 
1985 Following OPEC's decision to increase their market share Saudi production peaks at 

5.7m b/d. 
1985 The price of oil falls to $10 a barrel (compared to $34 barrel in 1981). 
1986 Iran continues to export 1m b/d of oil despite the war. 
1986 Colonel Oliver North and Robert McFarlane (former US national security adviser) 

visit Tehran in an attempt to free the US hostages in Lebanon (later became known as 
'Irangate'). 

1986 Reagan admits that profits from arm sales to Iran were illegally diverted to finance the 
contra rebels fighting the Sandinista government in Nicaragua. 

1986 OPEC cuts production to increase price of oil, which reaches $13 a barrel. 
1987 Khomeinie dissolves Islamic Republican Party. 
1987 Iraqi warplane hits US frigate Stark, killing 37 of the crew. 
1987 The US allows Kuwaiti tankers to sail under US protection. 
1987 OPEC agrees to increase production by 5% and maintain $18 a barrel price. 
1987 Mehdi Hashemi, relative of Montazeri, executed for his role in exposing (through a 

Lebanese newspaper) Iranian rulers' secret deals with the US - 'Irangate'. 
1987 The US bans imports from Iran and restricts US exports as the war in the Gulf 

continues. 
1988 Khomeinie authorises state to take harsh measures to combat economic crisis, for 

example, punishing price-riggers without going to courts. He states that the Islamic 
Republic takes precedent over all religious practices ... the government can stop any 
religious law if it feels that it is correct to do so'. (letter to All Khamenie). 

1988 The US warship, Vincennes, shoots down civilian Iranian air-bus, killing 290 
passengers. 
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1988 Iran accepts UN Security Council Resolution 598, for immediate ceasefire. 
1989 Khomeinie issues fatwa against Salman Rushdie and his publishers for his novel, The 

Satanic Verses. 
1989 Iran breaks off diplomatic relations with Britain over the Rushdie affair, the first time 

this has happened since 1951. 
1989 Montazeri is forced to resign as successor to Khomeinie. 
1989 Khomeinie dies (3rd June 1989). 
1989 Hashemi Rafsanjani, Majlis speaker, elected as President. 
1990 Iranian President defends his policy of encouraging foreign investment. 



Introduction 

This study is a contribution to the field of political and economic development in 
less developed countries, focusing on the continuity and changes in Shia Islam and 
modernisation. While there are extensive and specific writings on economic 
development and Islam in Iran, there is no major work which discusses the 
interaction between Shia Islam and modernisation, covering both historical and 
contemporary developments, following the 1979 revolution. The relevance of this 
project is to contribute to the body of knowledge analysing the character of 
modernisation in Iran and the role of Shia Islam. This work is not a history of Shia 
Islam in Iran, although elements of its history are examined; it is concerned with 
Shia Islam in its perception of and response to the modem world, from both a 
domestic and an international perspective. In particular, the thesis uses a case study 
of the role of the oil industry in Iran's modernisation in order to analyse the Shia 
thinkers' response to the political economy - specifically the development of the oil 
industry, and Iran's resulting global interaction - to show how these developments 
mediated their views. 

The teen modernisation is used to mean the development of capitalism in Iran. 
This is characterised by showing the changes in the economy and society under the 
capitalist mode of production, compared to pre-capitalism. This transition, from 
pre-capitalism to capitalism, began in the west and later influenced the rest of the 
world, including Iran. Pre-capitalism, broadly speaking, is characterised by an over- 
whelmingly rural society in which feudal lords had political and judicial power. The 
mass of peasants were tied to the land: they worked on their own land and provided 
forced labour for the lord or paid rent in terms of produce. Towns were few and 
trades were carried out by peddlers who also provided essential goods which were 
not produced locally. The aim of production was consumption not accumulation. 
Modernisation - which I equate with capitalism, in contrast, is a system in which 
urban life dominates, such that even owners of agricultural land are based in towns. 
The majority of the population work in industry or services. Money plays an 
important role, as people are involved in selling anything - including their labour 
power, to obtain their means of livelihood. The development of capitalism with 
accompanying industrialisation, consequently leads to the growth of modem classes 
of the bourgeoisie and working class. The capitalist class, bourgeoisie, owns and 
controls the means of production. They are involved in hiring and firing of the 
labour force, who become wage labourers under capitalism, and also oversee the 
choice of modem techniques, output, the work environment and sale of the output. 
The crucial part of capitalism is that there is no limit to accumulation of wealth. 
What drives the system forward is not the consumption of the rulers but self 
expansion of capital (Hilton, 1976). 

Modem capitalism is also identified with changes in the attitudes of the people 
i. e. their worldview over social, political and cultural issues. Under pre-capitalism 
there was very little expectation to move physically, or socially and no idea of the 
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nation. The state was whoever exercised physical power over the people and that 
could change every so often. In contrast, under the capitalist system, the modern 
nation state is an important part of both society and economy and, above all, 
everyone is born into a nation and speaks a language shared by millions of other 
people. The emergence of the modem state also involves the growth of a 
bureaucracy who deal with national economic planning and provide services and an 
army. It may also include universal education, greater technological communication 
networks to reach the population, and the rise of national goals as opposed to 
regional or local cultural orientaion. Finally, modernisation may also include 
political institutions such as parliament based on some form of representation, 
under the framework of bourgeois democracy. 

Continuity and Change in Iran 

The post-revolutionary government in Iran exemplifies the apparent 
contradiction of a religious authority replacing secular state rulers in the modem 
world. The formation of the Islamic Republic was an unexpected phenomenon in 
the 20th century. This development of a theocracy created a paradox: that it 
appears to be anti-western and religious - founded on the ideas of 7th century 
Islam, and a pre-capitalist mode of production - yet appears in the context of Iran as 
a modernising economy, which functions within the international capitalist system. 
The aim of this study is to explain this apparent contradiction by identifying aspects 
of continuity and change within both the modernisation process, capitalism and 
Shia Islam in Iran, particularly in the character of the state, its institutions, the role 
of social classes and religious institutions. 

In chapter one I analyse the context in which capitalist transformation in Iran 
has occurred, concentrating on the 20th century. During this period Iran underwent 
remarkable modernisation and by the 1970s was a developed country under the 
aegis of the capitalist system. It was able to expand its productive forces, in terms of 
output and income and this accelerated the growth of the bourgeoisie and 

. 
the 

working class, through economic expansion. I argue that although the development 
of capitalism in Iran certainly took place, its major characteristic has been its 
unevenness, mainly due to the integration of Iran's economy, at a different time and 
stage of development, into the capitalist mode of production. The incorporation of 
aspects of the old mode of production into modem capitalism is a feature which 
continues even today. The uneven development has expressed itself not only on a 
global level, but also on a national and regional level, reflected in cultural, economic 
and political contradictions The three main characteristics of uneven and combined 
development can be described as follows. Firstly, the mass of the population have 
been separated from the means of production and therefore, in order to live, have 
to sell their labour power to the minority of the population who own these means of 
production. Secondly, despite the fact that industrialisation in Iran has taken a 
remarkable step, it remains on the peripheral formation of the world economy, 
importing most of its capital goods and dependent on foreign exchange mainly 
earned through the exports of its oil. Thirdly, the pre-capitalist institutions such as 
religion, monarchy and bazaar have continued to influence the political economy 
even though capitalism has established itself fully in the country. 

The uneven impact of capitalism on Iran was apparent as early as the 19th 
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century, which witnessed the emergence . of modernisers such as Amir Kabir, who 
succeeded in establishing a few industries and a secular school in a largely pre- 
capitalist society. Such ideas gained influence amongst sections of the population 
and these views came to be expressed in the form of national independence and 
anti-imperialism against Britain which had major interests in the south of Iran. Of 

particular importance was its proximity both to India, and the emerging power of 
Iran's northern neighbour, Russia. The struggle for national independence and 
against imperialism was a modem phenomenon which expressed itself in the 
Constitutional Revolution 1905-1911 -a struggle to establish a parliament and 
modern institutions in Iran. Again this occurred in the context of a society which 
was largely agrarian. The defeat of the constitutional movement, assisted by the 
involvement of foreign powers did not, however, mean an end to the modernisation 
of Iran. 

Iran witnessed further change in its political economy with the coming to power 
of Reza Shah who established a new dynasty, Pahlavi. Although monarchy 
continued to rule, modernisation continued apace. The development of the modern 
state, bureaucracy, army and industries accelerated under Reza Shah. The process 
of modernisation was only interrupted when the allied forces intervened militarily in 
Iran during WWII, to support Russia against Germany. Post WWII, especially 
during the late 1960s and 1970s, Iranian society has shown a new dynamic in the 
process of economic and political change. This began in the 1950s with the 
nationalisation of the oil industry, a struggle which involved the working class, 
national bourgeois, and modem political parties, themselves the result of economic 
changes in the earlier period, notably under Reza Shah. 

Modernisation continued on a large scale, and the changes in the economy and 
society from the late 1960s and 1970s were remarkable by any standard. The 
country's population increased from 13 million in 1941 to over 36 million in 1979. 
Of the total population 29% lived in the urban sector in 1941, a figure which 
increased to over 50% by 1979 (see Table A. 1). The great majority of the 
population at the turn of the 20th century were either nomads or working in the 
agricultural sector, and there were mainly crafts and very few industries. This 
situation was transformed with the growth of modern industries, a banking system 
and the modem working class which stood at over 2.5 million in 1979. By 1979 
Iran was -a developed capitalist country which had to operate according to the 
tempo of the world economy. 

Chapter two discusses the contribution of the oil industry to economic and 
political development. It analyses this key area in the process of modernisation: the 
oil industry and its relation to the state - which emerged as a rentier state and has 
continued to play a vital role in Iran's political economy. The huge oil income 
received directly by the state, as rent from the international capitalist system, 
enabled it to embark on a significant modernisation programme. The economic 
changes in Iran, particularly after the 1960s, were helped significantly by revenue 
from oil. This increased as the oil exports stood at $18.5bn, a figure which 
represented 96% of total exports in 1973, compared to $6bn, or 77% of total 
exports in 1964, (Central Bank of Iran, ' 1967-1980). Iran became integrated to the 
world market as an oil supplier and importer of raw materials, capital and 
consumption goods in the period following WWII. By the 1970s Iran was not a pre- 
capitalist society as capitalist development had established itself in the country. 



4 

The transformation from pre-capitalism to modem capitalist development did 
not, however, mean an end to the role of the pre-capitalist institutions such as 
religion, monarchy and bazaar. Iranian economy and society still carried elements 
from the past which continued to influence the political economy. Nonetheless 
these institutions were themselves affected by the modernisation of the country and 
adapted accordingly. For example, although the bazaari still handled a large part of 
the retail sector - they continued to control two-thirds of the retail sector in the late 
1970s - but operated under a different mode of production, capitalism, by this 
time. Some of the bazaari had become transformed into industrial capitalists and 
some were involved in both the bazaar and industry. 

As for the monarch and the religious establishment, they were also affected by 
the impact of capitalism. The institution of the monarchy before the revolution of 
1979 may appear pre-capitalist, but its character and ideology has been and 
continues to be subject to change. The same applies to the religious establishment, 
as the state has survived by taking different forms, whether monarchy or the 
religious establishment after the revolution, but in both cases its character is vastly 
different from that of pre-capitalism. The states of both Mohammed Reza Shah 

and that of the post-1979 theocracy state have been capitalist: both regimes have 

operated as modem nation states, with control of national territories, a modern 
large army and bureaucracy. 

Chapter three assesses the role of religion in the political economy of Iran. This 
chapter demonstrates the response of Shia Islam to the development of capitalism in 
the 20th century. It suggests that Shia Islamic thinkers have been able to respond to 
socio-economic and political development both at local and global level. Their 
response has taken diverse forms and styles but has also been able to maintain the 
tradition and, in this way, to reaffirm Shia Islam in modem world. Religion is part 
of the popular culture and, as such, is not independent of other social factors. The 
religious community may be rooted in a particular culture, but this community 
changes and evolves. In the case of Shia Islam, the original ideas and beliefs may be 
presented anew but the core survives, in the Koran, Hadith and sayings of the 
Imams. In the same way as the community does not act independently, so too the 
religious leaders have had to concern themselves with the transformation occurring 
within the community, whether at local or global level. The role of Mojtahed and 
Shia thinkers becomes vital in explaining major transformation in their perceptions, 
for example promoting an understanding of modem institutions such as the nation 
state, parliament and republic. Their responses will vary: sometimes expressed as 
being against modernisation and the emergence of industrial society, whilst at other 
times religion may serve to legitimise the political authorities. 

The process of modernisation of Iran's economy, was not able to uproot the role 
of Shia Islam. Throughout its history - especially since the establishment of Shia 
Islam as Iran's national religion in 1501 under the Safavid dynasty - it has been able 
to meet the challenges of social and historical change, although there is an 
underlying continuity of belief and practice. In the 20th century, these challenges 
have been very great and led to diversity in the forms and style of Islam. The 
transformation of Iranian society in the period following post WWII intensified the 
debate over issues of modernisation. Chapter four illustrates the diversity of views 
amongst Shia Islamic thinkers, but concentrates on themes directly related to an 
understanding of Shia Islam and modernisation. It examines the views of influential 
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Shia thinkers such as Ayatollah Khomeinie and Ali Shariati in order to emphasise 
their ability to act as a bridge between Islam and modem world. For example, 
Khomeinie's view of government by those learned in jurisprudence, was an 
important part of his theoretical development of the Shia explanation of the state 
and society in the modern world. Shariati's attempted fusion of Third Worldism, 
Marxism and Islam aimed to challenge secular political thinkers and offer an 
alternative in Islamic form in the context of a modem world. 

The Iranian revolution showed the continuing role of Shia Islam in modem Iran 
which is discussed in chapter five. This chapter argues that the Iranian Revolution 
cannot be explained only by looking at the society in terms of belief in Islam. The 
modernisation of Iran was one of the important factors behind the Iranian 
revolution which sprang out of the unevenness and deeply-rooted contradictions 
within the society. The expansion of the working class and the bourgeoisie, assisted 
by the state's use of oil revenues, has increased the contradictions in the society 
such as inequality between the rich and poor, and rural and urban sectors. 
Contradictions amongst the bourgeoisie, and between this sector and the working 
class who had conflicting interests, could be held in check under conditions of 
relative economic stability. By the late 1970s, however, the state, despite having 
been able to modernise significant sectors of the economy, was facing a period of 
economic instability which it found difficult to control. This created the conditions 
for other grievances to come to the fore. During 1978-79 the overwhelming popular 
demand was for change from the previous economic and political rule. Yet as such, 
it was not necessarily against modernisation per se, or for any return to 7th century 
Islam. The revolution contained varied ideas such as demands for universal 
suffrage, parliament and a republic. Although these demands were secular it was 
Shia thinkers who were able to articulate clearly their vision of the future society. 
They successfully combined both new and old ideas to good effect in order to win 
the support of the majority of the population. The revolution emerged out of 
specific social and economic conditions, i. e. it was a result not of religious feeling 
alone but, in the course of the revolution, Islam's strength as a part of the popular 
culture enabled it to help determine people's reactions to economic crisis and 
political upheaval. The continuing role of Islam was illustrated by the influence of 
Shia thinkers on the revolution, as well as the political skills and organisational 
abilities of the religious establishment who came to place themselves at the head of 
the state. 

Finally, chapter six analyses the character of the state and social classes in 
transition from the Pahalavi regime to theocracy from 1979-1989, to evaluate the 
extent to which uneven development continues to shape Iran's political economy. I 
will examine what elements has been persistent and continuous and where the 
process of transformation have been discontinuous. With the establishment of the 
Islamic Republic, the theocracy's perceptions were influenced by the revolutionary 
movement which brought it to power: at first it formulated radical policies 
concerning economic, political and social issues, both nationally and internationally. 
But once economic and political difficulties increased, elements of discontinuity 
emerged with the reversal of some key policies. The state and the oil industry played 
a vital role in Iran's political economy before the revolution, and continued to do so 
after 1979. The most striking feature of the Iranian political economy before the 
revolution was its unevenness and this continued under the new regime. 
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The Political Economy of Iran - 

Transition to Capitalism 

1.1 Introduction 

The nature and development of capitalism in the world, in particular in the Third 
World, has been the subject of growing debate and controversy for many years. 
Although the development of capitalism ' and its impact on the Third World was 
experienced long before WWII, the rapid transformation in these countries came in 
the post-1945 period. The transition from pre-capitalism to modem capitalism is 

accompanied by many features including the expansion of productive forces. As 
pre-capitalism was destroyed, it was replaced by the generalisation of commodites, 
growth of wage labour, bourgeoisie, modem state and its institutions such as army, 
national intergration with national goals and language and some form of political 
representation. Industrialisation, a process which lies at the heart of capitalism, has 
taken place in the Third World. This utilises modem technologies with complex 
machinery and has produced a relatively large-scale production; technical divisions 
of labour within units of production and a diverse range of skills within the 
workforce (Weld, 1983). As a consequence of this both the capitalist class and 
working class have grown in the process of economic changes. 

Iran has been part of this process i. e. it has been integrated into the capitalist 
system, albeit at a different time and speed to those western countries that 
developed first. The emergence of the modem state in the 1920s, under Reza Shah, 
the intensification of capitalist development in the post WWII period, and 
integration of the country to the world market have been part of this process. The 
transformation of the economy and society, from agrarian to capitalism, and the 
nature of the capitalist development in Iran has been the subject of some 
controversy. The debate has intensified recently with the establishment of the 
Islamic Republic in 1979, after the Revolution. The first major issue is the 
possibility that a regime whose ideas are based on 7th century Islam and pre- 
capitalist could replace the secular regime of the Pahlavi state, whose state was 
instrumental in the rapid transformation of Iran in the pre- and post-war periods. 
The second important issue is the nature of the development in Iran i. e. if 
development has taken place, what is its form and features. It may be argued that 
because of the role of traditional institutions such as monarchy and religion in the 
economy and society, there has not been any transformation in the political 
economy. The fundamental point which has to be examined is the degree to which 
Iran has been able to integrate into the world community, not just economically but 
in the political, social and cultural sphere. The transformation of Iran can 'not be 
explained in isolation from the world system nor can any analysis ignore the internal 
character of the economy and society. The change from pre-capitalism to capitalism 
in Iran was influenced by external factors but still required its internal forces in the 
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process of development. An important feature of Iran's socio-economic 
development is the continuing role of the 'traditional sector' such as monarchy, 
bazaar and the religious establishment in a 'modem' capitalist country., If the 
definition of modernisation is what is up to date in a particular place and time - 
capitalism compared to pre-capitalism - it poses a question of the role of traditional 
institutions in the contemporary world. If modernisation has already established 
itself in the society, then the question becomes to what extent has there been 
persistent continuity in the character of the traditional institutions during the 
transformation of the economy. Although this chapter does not deal with post-1979 
capitalist development, it provides the ground work for later chapters including 
analysis of the state, economy and society in post-revolutionary Iran in chapter six. 

The aim of this chapter is to assess the political economy of Iran in the light of 
its incorporation into the capitalist world economy. I suggest that capitalist 
development has taken place but in a combined an uneven form in which 
'traditional' and 'modem' sectors and institutions have coexisted. In particular I 
show that the traditional sector such as the ulama, bazaar and monarchy, although 
continuing to exist under the capitalist mode of production, have changed both in 
terms of their form and their role, through the process of modernisation. In order to 
analyse this I begin by examining some of the general theoretical assessments of 
capitalist development in Third World countries such as Iran. In the light of this I 
shall trace Iran's political economy from pre-capitalism to capitalism. The 
concentration is on the 20th century, because this period witnessed remarkable 
transformation in the economy and society. I mainly focus on the Constitutional 
Revolution of 1906, the development of the modem state under Reza Shah in the 
1920s and 1930s, the . nationalisation of oil in the 1950s, and anti-imperialist 
movement, and finally, land reform and industrialisation in the post-WWII period. 

1.2 Capitalist Development -A Theoretical Assessment 
r 

Analysis of the development of the Iranian economy has provoked much debate. 
Some represent Iran in terms of its shared characteristics with medieval Europe in 
that it had a feudal system. It is argued that western and non-western societies 
experienced the same pre-capitalist mode of production. As a result, some schools 
of thought such as the Marxist writers, Pigulovskaya and Atighpour, view history as 
a process of unilinear development, which began in primitive communism and will 
end in fully-fledged communism (Pigulovskaya, 1967). For them, Iran has to be 
studied in the light of its transformation from feudalism to capitalism. An opposing 
view on the other hand suggests that what existed in Iran was not feudalism: 
instead, the state owned the land and water whilst individuals had no rights to 
ownership of land. Such an argument portrays Iran as very close to what Marx 
(1818-1883) referred to as the Asiatic Mode of Production (AMP). The role of the 
state becomes the key here and is the main structural difference between Iran and 
the feudal system as it occurred in western Europe: the ownership of land in Iran 
was bureaucratic rather than feudal (Lambton, 1969). Some writers point to the 
centralised, bureaucratic nature of Iran in the 17th century, arguing it was the 
despotic power of the state which held back the development of the bourgeoisie 
(Ashraf, 1970; Katouzian, 1981). 

The theory of the AMP (whether acknowledged or not) has provided tools for 
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much of the analysis of the political economy of- Iran today. This theory was also 
developed by Marx, based on European sources that were coloured by 
Orientalism. 1 Marx, in his early writings, explained the development of capitalism 
as a mode of production but the evolutionary unilinear view did not satisfactorily 
account for the unevenness apparent in the global system. His attempts to come to 
terms with the evident lack of capitalism outside of western Europe led to his 

characterisation of the Asiatic societies as stagnant and ruled by Oriental Despotism 
(Melotti, 1982). The Asiatic mode was defined by environmental and social 
characteristics: state monopoly over land and labour, with self-contained rural 
communities paying tribute to the state. Because these societies (which included 
China, India, Persia and pre-Columbian America) lacked an inbuilt mechanism for 
social change, Marx suggested capitalism would act as a progressive -force by 
bringing them into the arena of history. 2 

Marx appeared to endorse the privileged position of Occidental over Oriental 
history and this may be similar to that of traditional notions of Oriental Despotism3 
which argues that the western Christian culture is dynamic, uniformly progressive 
and evolutionary, compared to the east. Marx's thesis presents a number of reasons 
for eastern society being static: lack of private property, slavery, and rule by despotic 
government. All power is in the ruler's hands and no autonomous institutions can 
develop; the state is overdeveloped and civil society is weak. Such a theory may 
consequently justify colonialism as external intervention, which, albeit un- 
fortunately, is seen as necessary to bring about internal changes .4 

Max Weber'(1864-1920) like others of his time, also seemed influenced by the 
same line of thought when he argued that Islam did not generate the necessary 
`spirit of capitalism' compared with the Protestant ethic. In attempting to explain 
why it was that industrial capitalism successfully developed in 19th century 
England, he identified the Puritan work-ethic as a contributory factor. This laid the 
way for rationalisation of power into the hands of the ruling bureaucracy rather than 
traditional leadership based on charismatic and hereditary factors. Although he 
pointed out that early Islam had some features which might have encouraged the 
growth of capitalism, such as asceticism, emphasis on the individual's religious life 
and monotheism, Weber believed the end product of Islamic societies did not 
develop a rational spirit of capitalism. His reasons for this are two-fold. Firstly, early 
Islam in the Koran held to monotheism but became corrupted as it spread 
throughout Arab societies. Secondly, he described Islamic societies as patrimonial: 
this was different from feudalism because the right to land was held by the state (not 
landlords) and this led to more centralisation with the nobles less able to challenge 
for power. The state's powers were widespread, controlling not only the land but 
the army and trades too, as the Islamic guilds were controlled by state officials. 
Under Islamic law there was no protection of merchants' property. Therefore they 
preferred to invest in wagf (religious land), which offered rent rather than capital. 
Weber thus stresses the spirit of enterprise as being responsible for the growth of 
western European capitalism and ultimately lays the blame for economic stagnation 
in the east on their internal religious values (Turner, 1984: 73). 

The above explanations for the character and development of Asiatic societies 
can be criticised for focusing on their supposedly unchanging nature. As Iranian 
history shows, there was development and change in the Middle Ages, for example, 
the growth of cities like Tabriz, a provincial town in the north of Iran, which was a 
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market for Malaysian spices, Sri-Lankan minerals and other goods in the Mongol 

period (Sodagar, 1979: 61). The emphasis on a static `Asiatic' . society fails to 

account for important facts: in the case of Iran there are documents that prove the 

existence of private property in both ancient and modern Iran (Lambton, 1967: 41- 
50). In reply to Weber's argument, Rodinson demonstrates that Islam as a religion 
did not inhibit the rise of a rational capitalist character. He shows that the 
prohibition on profiting from certain kinds of usury did ' not " seriously affect 
investment and trade (Rodinson, 1977). 

The AMP and Orientalist theories have been used to describe modern Iran in 
the contemporary world and this has promoted considerable discussion. For 
example, the state's dominance in the political economy and the arbitrary use of 
power by the Shah underly elements of continuity with the AMP. It is argued that 
even though these features are in decline they are still influential (Alavi, 1973). The 
role of the state in the political economy of Iran - especially after WWII - has 
expanded but there is nothing unusual about this. Like other capitalist states the 
Iranian state was actively involved in guaranteeing the security of private property 
and the capitalist class. Although the monarchy's role, shows some continuity with 
the past, this does not necessarily mean there has been no change in the state 
institutions, army and bureaucracy. The state under both Mohammed Reza Shah 
and the new regime is capitalist with modem institutions such as bureaucracy and 
army with full control of the national territories. This stands in contrast to pre- 
capitalism under the. Qajar dynasty (1795-1925), which was an overwhelmingly 
agrarian society with peasants tied to the land and landlords wielding significant 
influence. The state did not have full control over the national territories and was 
less able to promote economic development. 

In response to the socio-economic changes in the post WWII period those who 
were influenced by the Orientalist thesis came up with new theoretical 
developments. 5 Smelser, a sociologist, looked at effects of economic growth on 
'traditional' society which results in a process of change from, (a) simple to complex 
technology, (b) subsistence farming to cashcrops, (c) animal or human power to 
industrialisation, and (d) rural to urban based population. He saw variations of (a) 
to (d) occuring at different times not simultaneously, according to the level of their 
culture, development, modernisation. The effect of these changes on the social 
structure would lead to decline of family influence, separation of the economic 
arena from domestic or religious sphere, increased stratification, and the rise of new 
social currents such as welfare, trade unions and political parties. Smelser applied a 
theory based on the pattern of western development uncritically to the Third World 
countries (Smelser, 1969). Rostow, 6 following from Smelser and in the orientalist 
mode, blames its lack of development on the internal character of Third World 
countries: if traditional barriers can be overcome, they too can experience eonomic 
growth. Rostow suggests that all societies can be placed in one of five stages of 
economic growth (Rostow, 1960). In the first stage the traditional society's output is 
limited due to lack of technology and science, and the political power lacks 
centralisation. In the second stage ('the pre-condition for take off) new ideas 
facilitate economic progress and with them education, business enterprise, 
improvement in infrastructure, raw materials, and as a result commercial expansion. 
Despite the development of of some modem manufacturing, traditional social 
structures and production techniques remain. The third stage is 'the take-off where 



10 

traditional barriers to economic growth are overcome and with the establishment of 
new political organisation the modernisation of the economy becomes a priority. In 
the fourth stage ('the drive to maturity'), the economy becomes integrated into the 
world economy and the usage of technology becomes more complex. The final 
stage is that of high consumption, with the leading economic sector specialising in 
manufacturing durable consumption goods and services. - 

Modernisation theory in general and Rostow in particular, appears to justify 

colonialism in common with their predecessor, Orientalists. Rostow believes that 
European powers 'oftenincluded modernisation ... as one object of colonial policy 
(Rostow, 1960: 112). This plus modernisation theory's response to the 
establishment of the Islamic Republic in Iran raises a number of questions. The 
notion of 'traditional society' is vague and its view of the transition to modernity is 
inadequate. As becomes clear later in this chapter the traditional role of institutions 
like the bazaar, religious establishment or monarchy before the revolution 
continues in the modem society such as Iran, albeit in a different form. 
Furthermore the 'traditional society' or institution may vary in different countries. 
Theirs is a mechanical view in which the process of transition is supposed to happen 
by successive changes without analysis of social relations and class interest in the 
society. Modernisation theories reduce the socio-economic and historical process to 
build an abstract of universal applicability, and argue that modernisation and 
industrialisation are inevitable in Third World countries. 

Theories of modernisation have been attacked by the 'world system theory', 
writers such as Frank and dos Santos. They have developed various dependency 
models which seek to explain the apparent underdevelopment of the Third World as 
a result of their historical and geographical position within the global division of 
labour. Frank argues that the division of the world system into metropoles and 
satellites resulted in the misuse and squandering of resources throughout the 
system. In particular, the expropriation and appropriation of a large part or even all 
of the economic surplus of the satellite by its local, regional or national metropole. 7 
Frank believes that capitalism is incompatible with economic advance in the Third 
World as he argues that without a break from: 

the capitalist structure or the dissolution of the world capitalist system as 
whole, the capitalist satellite countries, regions, localities and sectors are 
condemned to underdevelopment .. No country which has been tied to 
the metropolis as a satellite through incorporation in the world capitalist 
system has achieved the rank of an economically developed country except 
by finally abandoning the capitalist system (Frank, 1971: 36). 

While the followers of the AMP thesis concentrate solely on the internal 
character of the society in order to assess development without a theory of 
imperialism, the dependency theorists' treatment of global capitalism assumes that 
internal class relations of society arise from external, capitalist cause. Frank equates 
capitalist relations of production with commercial relations of commodity 
circulation. He fails to provide a satisfactory analysis of class forces and relations of 
economic domination within peripheral societies (Brenner, 1977). The economic 
dependency theory needs to provide anaccount of thelogic of the modeof production 
within a social formation. The articulation of these modes of production occurs 
within a set of constraints which arose out of thegrowth of a global capitalist system. 
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The advancement of capitalism, especially in the 1970s, in Third World 
countries such as South Korea, Taiwan, Hong Kong, Brazil, Singapore (and at 
times Iran was included in this), proved otherwise against Frank's argument. It 
appeared possible to achieve real capitalist development without breaking from the 
system. The dependency theorists gave the external factors as the cause of 
underdevelopment and claimed that capitalism could never develop any new part of 
the world. Warren challenges the dependency school and argues that in fact the 
spread of productive forces in both industry and agriculture has already taken place 
in the LDCs. Concentrating on the post WWII period, he argues that the growth 
rate in many parts of the Third World has been higher than in the developed 
countries. The indigenous capitalist class has been active in the modern industries 
and the expansion of the market and urbanisation has been very rapid, especially in 
Latin America. Jazani, although influenced by the arguments of the dependency 
school, also describes the process of development in a Third World country such as 
Iran and suggests that post-war we have witnessed the end of feudalism and rapid 
growth of capitalism. Jazani postulates that the development of 'dependent' 
capitalism in Iran since WWII increased the level of production, particularly in the 
industrial sector and this has resulted in real economic and social improvements. 
Unlike Warren, he suggested that the character of dependency is inseparable from 
the capitalist system, foreign exploitation and imperialist domination in Iran. The 
dependent capitalist is found in the form of the 'comprador bourgeoisie, the agents 
of imperialism who are cooperating together to exploit Iran (Jazani, 1980). Warren in 
contrast does not express such ideas; in fact he argues that colonialism 'acted as a 
powerful engine of progressive social changes' and has played a positive role in the Third 
World (Warren, 1980: 9). Warren does not take into consideration the other side to 
capitalism - its often brutal nature, creating inequalities which continue until today. 

In my view, the analysis of Iran cannot start from the premise that it is the 
external forces of imperialism, or the internal character of the society that are the 
cause for the underdevelopment of Iran. I suggest that pre-capitalism has been 
transformed in Iran into the capitalist mode of production, albeit in uneven form. 
The expansion of the European capitalist mode of production and its impact on 
Iran in the 19th and early 20th centuries, promoted the transition from pre- 
capitalism to modern capitalism i. e. generalisation of the commodity market, 
growth of wage labourers, capitalist class, urbanisation, modem nation states with 
modem bureaucracy, army, educational system, adaptation to new technology and 
development of political institutions such as parliament. 

This transformation is based on a view of the mutual causality of the internal 
logic of pre-capitalist Iran and the external impact of western capitalism. Hence 
there is no simple correspondence between imperialism and the progressive erosion 
of pre-capitalist economic and social relations. The process of capitalist 
development cannot be explained by taking just one factor but both internal and 
external relations should be considered. The impact of Europe's capitalist mode of 
production was not very rapid and made a slow advance in Iran to begin with. The 
changes in the economy and society have emerged as a result of capitalist influence 
over time. This was recognised by Marx in his analysis of the impact of capitalism 
on India: 

English millocracy intend to endow India with railways -with the. 
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exclusive view of extracting at diminished expenses the cotton and other 
raw materials for their manufactures. But when you have introduced 

machinery into the locomotion of a country which possesses iron and coal 
you are unable to withhold it from fabrication. You can not maintain a 
net of railways over an immense country without introducing all those 
industrial processes necessary to meet the immediate and current needs of 
railway locomotion, and out of which there must grow the application of 
machinery in those branches of industry not immediately connected with 
railways The railway system will become, in India, truly the forerunner 
of modern industry (Marx, 1976: 84). 

The development of capitalism has been an uneven process, involving great 
contradictions. This was analysed by Marx in his late writings 8 and later by Trotsky 
who argued that capitalism reacts in both positive and negitive fashion on the less 
developed countries: 

By drawing countries economically closer to one another and leveling out 
their stages of development, capitalism operates by methods of its own, .. 
. sets one country against another, one branch of industry against 
another, developing some part of the world economy while hampering and 
throwing back development of others (Trotsky, 1970: 20) 

Capitalism develops at a different speed throughout the world, in different 
nations and sectors, but not in isolation from each other. This development does 
not necessarily need to take the same form in every part of the world. For example, 
the capitalist development in Iran was concentrated around the oil industry and this 
may be different to those countries without oil. Uneven development is the striking 
feature of capitalist development, a result of the way that capitalism can incorporate 
even the remotest area into the world division of labour. This development occurs 
at different times and with a different dynamic, which inevitably creates 
contradictions in the economic, political and cultural areas of the society. 
Capitalism has different features in different parts of the world and some of these 
features, which I go on to discuss in this chapter, have survived from pre-capitalism 
to modem capitalism. The form and role of the state, social classes, traditional 
institutions such as bazaar, religious establishment and monarchy are not static but 
dynamic and change under different circumstances. It is in this context that I look 
at Iran's political economy in the pre-capitalist period and its transformation to 
capitalism. The theory of combined and uneven development allows an 
examination of continuity and change in Iran since it focuses on both pre-existing 
conditions and its interaction with modem economy and society, under capitalism. 

1.3 Iran - Pre-Capitalism 

Before the impact of western capitalism Iran was predominantly an agrarian society, 
as the majority of the population lived in the countryside and 90% of the work force 
were dependent on agriculture or a nomadic life style. Most of the land was held by 
absentee landowners whilst industries were not very developed. The bazaar was an 
important place not just for its merchant activities, but for the landowners and 
craftsmen who made and sold their goods there. It was a workshop, bank, religious 
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centre and a place where merchants, craftsmen, moneylenders, pedlars and religious 
figures organised themselves (Abrahamian, 1985: 128). Outside the urban centres 
of the bazaar were those who practised a nomadic life: it has been estimated that 
they made up half of the population and were comprised from tribes speaking 
different languages maintaining relative independence from the central authority 
(Issawi, 1971: 20). 

The rise of the Safavid dynasty to power (1501-1736) opened a new chapter in 
Iran's history, although a continuation with the monarchical dynasty. Before this 
period Iranian people mosty believed in Sunni Islam and the country was either part 
of the some large empire or divided into a number of dynasties. The Safavid 
proclaimed Shia Islam as the new state religion which distinguished Iran from its 
Sunni neigbours, the Ottoman, Monghal, Uzbak empire in Turkey and the Arab 
world, India and Central Asia. The new rulers portrayed themselves as an 
incarnation of the hidden Imam (the twelvth Imam of the Shia Islam who 
disappeared in 868) and the shadow of God on earth. They gained the support of 
most of the ulama who know and interpret the religious law of Islam, based on the 
Koran, Sunna and Hadith. Their existence goes back to the early days of Islam when 
learned men played an important role in choosing a successor to Mohammed. The 
ulama were not a cohesive and unified force, but rather were riven by internal 
factions, conflicts of interest and different religious views. 

The Safavid dynasty was able to bring relative centralisation to the country and 
some order to the economy (Minorsky, 1980). They promoted trade, especially with 
the west .9 But this did not last, as the decline of the empire in the mid-18th century 
saw a reduction of 40% in the production of silk due to intense competition from 
abroad and lack of state support. Safavid territorial expansion caused difficulties for 
central government as its officials broke up the regions in their control to such an 
extent that they became independent of the central administration. This resulted in 
the disintegration of the country and the state. The internal upheavals, 
accompanied by invasion by the nomadic tribes resulted in the restructuring of 
political authority (Lambton, 1953). 

Political authority regulated private property in the following ways. Land 
ownership generally fell into different categories: the toyoula, was assigned to the 
military officers and tribal leaders in lieu of services, and to the royal family. The 
owner of toyoula land had absolute power over several villages, provided the 
government with its soldiers, and collected taxes from the peasants. They could also 
pass on land to their heirs (Issawi, 1971: 221). Khaleseh was crown land, usually 
private property confiscated by the state. Khaleseh lands which were utilised by the 
state, were assigned to the military personnel or temporarily rented to individuals. 
Khaleseh lands were thus the main source of income for the state and monarch 
(Lambton, 1953). Waqf land mainly belonged to the religious authorities and gave 
them considerable power by giving them financial independence from the 
government. 10 The main aim of wagf landowners was to make it a public institution 
and so to protect their land from confiscation by the state or powerful tribal leaders. 

Many of the big landowners lived in the towns as absentee landlords. They 
managed their estates by employing people to look after their property and collect 
taxes. The peasants, on the other hand, paid the burden of taxes, carried out the 
bulk of the hard work and dealt with the representatives of the absentee landlords 
and government officials. The basic units of rural socio-economic life were the 
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village and the tribal community of the herdsmen. They had relative autonomy and 
a degree of jurisdiction over their internal affairs. The village was divided into two 
groups, those who had cultivation rights, referred to as nasaghdaran (divided 
between the rich peasants, middle peasants and a large group of poor peasants); and 
the landless peasants, moneylenders, peddlers and craftsmen, collectively referred to 
as khoshneshinan. 

The peasants were fragmented, such that the rich peasants were the natural ally 
of the landlord. Also, the sanctity of private property was reinforced by religious 
authority and, perhaps most significantly, in order to survive poor peasants were 
forced to leave their land for periods of time and travel to towns to find paid labour. 
This created the contradiction that, on the one hand, the peasants' organic link to 
the land was constantly interrupted, whilst on the other, they were not fully 
integrated into town-life (Keddie, 1980). 

In contrast, the situation in the towns was one of increasing merchant activity 
without development of a strong bourgeoisie. The cities were centres of flourishing 
economic activity and the seat of political authority. The heart of the cities and 
towns was to be found in the mosque which was located next to the bazaar. Other 
component parts of the cities were the representatives of the Shah, Crown officials, 
the absentee landlords, some tribal Khans, and the religious hierarchy, which 
together comprised the ruling class. The merchants paid taxes to the state as well as 
religious dues, which was a sign of their close connection to the ulama - very often 
they had close family ties as well. This link with the religious establishment gave the 
merchants some protection by the ulama against the demands of the state. 
Merchants held some power and were organised through guilds, the heads of which 
were appointed by the Shah, and played a mediating role between the interests of 
the merchants and the state. The weavers and the moneylenders were two key 
guilds, the former being connected to the manufacturers and the latter lending 
money even to the state. The state sometimes responded to the needs of the 
merchants, protecting their commercial interests from competition from imported 
goods. The state also sometimes used its power in an arbitrary fashion by 
confiscating the property of the bazaar (Adamyyat, 1976). The presence of 
landlords and the Court in the cities, the lack of security for private property, due to 
frequent warfare created instability and discouraged the traditional bourgeoisie from 
developing into a modem bourgeoisie. The influence of capitalism was thus already 
felt in the country but on a very small scale. 

1.4 The Impact of the West 

The 19th and early 20th centuries witnessed an important transformation in Iran's 
economy and society, under the impact of the west. The foundations of the 
traditional state were undermined and a modem state with new institutions 
established. The growth of capitalist development began in this period and 
comntinued rapidly in the late 20th century. The most profound factor in this 
process was the integration of the Iranian economy into the world market which 
radically affected the position of different social classes. 

The impact of the west on Iran's political economy was part of a wider process 
of change in the world economy. European capital increased its domination of 
world trade through expansionist commercial policies (Wallerstein, 1979). In the 
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Gulf, as in other parts of the world, the English displaced the Portuguese and 
Spanish merchants and early colonialists. Especially after the English Civil War of 
the mid-17th century, the English state and its navy in particular protected the 
activity of English merchants abroad. " 

The growth of commerce, the necessity to export, and other technological 
changes formed part of the reason for the decline of feudalism. This transition from 
feudalism to capitalism12 began in the west and soon made an impact on the rest of 
the world. That such a transition did not emerge in Iran may be due to a number of 
reasons, such as the presence of the landlords and kings in the city, lack of security 
for private property (Fraser, 1825). Other reasons may be as a result of the decline 
of the transcontinental caravan trade after which political chaos led to a real decline 
in foreign trade and a significant fall in the population - (Lambton, 1970; Issawi, 
1970). This was in contrast to the favourable conditions in the west such as the 
growth of the market due to the increased population resulting in the rise of 
consumption and demand. This process saw the emergence of the modern state, 
first in dynastic form then as the nation state became more coherent and centralised 
politically with improved communications (Kemp, 1978). 

Capitalist development in Iran was a by-product of, on the one hand, the need 
of the European capitalist market to import Iranian goods, and on the other, the 
export of European manufacturing goods into Iran (see Table 1.1). The growing 
expansion of the imperialist countries, particularly Britain, in the region especially 
in India increased Iran's strategical position as a buffer against Russian advance 
towards India. 13 The rivalry between Britain and Russia helped Iran to maintain its 
independence and it was never colonised in the sense of being formally ruled from 
abroad or with white immigrant settlers transforming a substantial part of the 
economy to meet the economic requirements of the colonial countries (Tabari, 
1983: 53). Capitalist development in Iran was shaped by the political, economic 
and strategical requirements of Europe. 

The influence of western capitalism coincided with the weak and fragmented 
rule of the Qajar dynasty (1796-1925) and as result Iran became more open to the 
influence of European capitalism in its imperialist form. 14 This impact was not a 
posititve influence at the beginning as the old industries were destroyed through 
trade and imports of foreign goods. The military power to gain strategical positon 
provided the ground for the commercial interest of Britain in Iran. By the 1850s, 
Britain was one of the leading trade partners of Iran and accounted for over 50% of 
exports and even more of Iran's imports (Issawi, 1971: 71). From the mid-19th to 
the beginning of the 20th century a number of concessions were given which 
enabled foreign subject to exploit raw materials, and carry out infrastructural 
development in Iran. 15 In 1872 the Shah agreed to give a 70 year concession to a 
British subject, Baron Paul Julis de Reuter to build railroads, install telegraph lines, 
exploit mines and forests and construct irrigation works and regulate river 
navigation, open a bank, build roads, mills and factories was given in return for a 
£40,000 payment to the Shah. Other important concessions were also given to 
British subjects for the exploitation of tobacco and oil., 

In addition to the profits generated by concessions, British trade continued to 
increase with Iran. Total trade between Iran and Britain increased from £ 1.7m in 
1875 to £3m in 1895 and to £4.5m by 1914 (Foran, 1993: 111). The Russians also 
increased their commercial and political hegemony after the 1850s, which further 
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generated demand for agricultural goods. Russia, like Britain, gained concessions in 
fisheries, road building, telegraphs, railroads, and banking. 

Table 1.1 Composition of Foreign Trade, 1850-1913 
(percentages) 

1850s 1880s 1903 1911-13 
Imports 
Cotton doth 
Woollen and Sills loth 

Total cloth imports 

Tea 
Sugar 
Metal goods 
Paraffin 
Others 

Total 
Exports 
Silk and products 
cotton and woollen cloth 
Total cloth exports 
(including raw silk) 
Cereals 
Fruits 
Tobacco 
Raw cotton 
Opium 

Total of primary exports 
Carpets 
Others 

Total 

43 48 38 30 
23 15 75 
66 63 45 35 

9246 
28 21 24 
223- 

112 
21 24 26 33 

100 100 100 100 

38 18 85 
23 141 

61 19 12 6 

10 16 
46 12 13 
45-1 
17 11 19 

26 87 

19 60 31 40 
-57 12 
20 15 50 42 

100 100 100 100 

Source: Adapted from Katouzian, 1981: 41, and Etelat-e Ektesadi Va Siasi, no. 39,1992. 

Table 1.2 Iran's Trade Partners, 1913-1914 
(Rubles and percentages) 
Imports % Exports % 

Russia 64000 55.5 54371 71.7 
Britain 32032 27.8 10280 13.3 
Turkey 4021 3.5 6637 8.8 
Germany 5468 4.8 531 0.1 
France 3533 3.1 826 1.1 
Italy 1008 0.1 2614 3.4 
Others 5245 4.6 705 1.4 
Notes: `Others' include Belgium, Hungary/Austrian empire and Afghanistan. 
Source: Foran, 1989 in Etelat-e Ekhtesadi va Siasi, 1992: 38. 

As Table 1.2 shows Russia's trade dominated, comprising around 54% of Iran's 
imports and 71.7% of her exports by 1914. The second country after Russia was 



17 

Britain with 27.8% of imports and 13.3% of exports. Iran's trade had increased 

nearly twice over between 1860-1914. The composition of trade also changed in 

this period, towards the colonial pattern: for example, in the case of textiles, in the 
1850s a major part of Iran's exports consisted of hand-made cotton, wool and silk 
textiles but by the early 20th century this had fallen to less than 12%. This was 
replaced by traditional manufacture - carpets - 12% in 1911-13. Iran's imports in 

the 1850s were 75% manufactures against 32% for her exports; in 1903 imports 

were over 60% manufactures but manufactued exports were down to under 25%; in 
1913 imports were more than 73% manufctures (including refined sugar), while 
Iran's manufactured exports stood at around 13%. 

The increase in trade between Iran and the rest of the world brought Iran closer 
to the world economy i. e. exports of opium, cotton, rice, wheat, tobacco, dried 
fruits, nuts, silk and wool and imports of manufactures, mainly from Europe. 

The impact of the west and expansion of foreign trade and the development of 
an exchange economy resulted in higher growth of the urban population 16 as well 
as the relative growth of non-agricultural activities. With the rise of commercial 
agriculture came changes in agrarian relations. Throughout the 19th century the 
large landowners managed to consolidate their position so that by the end of the 
century they had turned the traditional land assignments - toyoula - into 

unconditional private property. The old village economy and the landlord-peasant 
relations that had accompanied it were eroded as a result of the penetration of 
cheap imported textiles and the emergence of cash-crop cultivation. The state was 
losing its mediatory role between the peasants and the landlords, whilst the 
landlords were gaining power through their overseeing of cash-crop production 
(Iambton, 1953). 

Merchants constituted the most powerful urban class in the Qajar period. Apart 
from dealing with trading, they were engaged in money-lending, part of the landed 
class, and actively involved in the attempt to establish industry. Some of the 
merchants benefited from the increase in foreign trade between 1800-1914. Despite 
the strong position of the bazaari in the urban sector there was considerable tension 
between them and the state and foreign capital. Whilst a few large merchants could 
compete directly in foreign markets and make substantial profits, others could only 
act as middlemen. 

Urban productive activity continued to be the province of the country's artisan 
class. There was a decline in manufacturing in the area of handicrafts in the 19th 
century. One of the responses to this decline was a transition to large-scale factory 
type workshops, although in many ways artisans were still involved in the labour 
process. Units of 10-15 workers were established in leather, opium, henna and 
tobacco processing. Industrial production with mechanised equipment also occured 
in the late, 19th and early 20th centuries. In the late 1850s and 1860s, some private 
entrepeneurs constructed small factories producing items such as paper, glass, 
gunpowder, sugar-refining and cotton-spinning That many of these concerns were 
not profitable is hardly suprising given the small size of the market, insufficient 
infrastrcture, competition from outside and failure of the state to protect these 
factories from outside competition (Floor, 1984). The effects of capitalism as a 
modern system compared to pre-capitalism was thus very limited and uneven, not 
just in the area of the economy, but too in the slow growth of the working class and 
bourgeoisie. However, these small changes in the country also generated 
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enthusiasm amongst a section of the intelligentsia who called for changes in the 
economy and soicety. 

1.4.1 The Emergence of Reformism 

A growing sense of urgency was being expressed amongst some of the Iranian 
state bureaucrats, who came to resent both the insecurity of private property and 
foreign domination. They called for rapid modernisation, promoted by the state, to 
provide the conditions for development of the country. In the early 19th century 
Prince Abbas Mirza, based in Azerbayjan, encouraged diplomatic and trade 
missions, whilst Mirza Mohammed Taqi Khan Farahani, better known as Amir 
Kabir, pressed for modernisation including army reforms. With very little finance 
and insufficient administration he succeeded in establishing an arms factory, a few 
small industries and the first secular high school (Ghods, 1989: 19). 

However, the call for modernisation was not always welcomed by other social 
forces such as the religious establishment. Most of the Iranian ulama had already 
gone through a major change in the late 18th century, namely the division between 
Usula and Akhbari. The latter school argued that there was no need for the religious 
scholars to exercise independent judgement of religious interpretation in the 
absence of the hidden Imam. In contrast, the Usuli used their increasingly dominant 
position to give extra legitimacy to the role of Mojtaheds - religious scholars 
exercising independent judgement. This laid the foundation for the enhanced 
authority of the highest-ranking ulama who were independent of the state, a 
development whose political repercussions became evident in the 19th and 20th 
centuries. In the context of increasing changes both locally and globally the role of 
the mojtaheds became vital in their response to the impact of western capitalism. 
They were not united in their response to the capitalist reforms but the one factor 
uniting them was the fear of their own declining position under the impact of 
modernisation. The ulama's position in the society included collecting religious 
taxes, serving as a religious leaders, judges, educators, and guild leaders, all of 
which could have been under threat if reforms went ahead. 

But the religious institutions could not remain aloof from the changes that were 
affecting Iran. On the one hand they were opponents of the liberal reformers and on 
the other defenders of the nation against foreign influence. Their alliance with the 
bazaar and tribal leaders made them a strong force against both the Shah and the 
reformers but they had to give support to those merchants who wanted more state 
protection for their goods against their foreign competitors. Some of the ulama, 
along with a section of the bazaar and tribal leaders, considered the reforms as 
foreign interference in Iranian society, but they failed to resist the rising European 
economic and military influence. 

There were some Shia thinkers who became influenced by the capitalist 
development in the west but attempted to articulate the view that Islam was 
adaptable to the modem world. Sayyed Jamal al-Din Afghani (1839-97), a Shia 
intellectual, attempted to integrate Islam to the new developments in the west. He 
had travelled widely, was familiar with modernisation in Europe and advocated 
political reform and adoption of western technology. Afghani argued that Moslem 
countries should strengthen their leadership so that they could catch up with the 
developed nations of the world. He recognised the appeal of nationalism but 
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focused primarily on Islam as the ideological basis for an anti-imperialist movement 
(Keddie, 1972). Afghani encouraged religious leaders to fight actively against the 
Shah's concessions to foreign powers. He condemned the 1890 tobacco concession 
to a British company which gave them exclusive rights to sell and export tobacco. 
The alliance of the bazaar, some of the ulama and the modem educated Iranians 
was thus a `marriage of convenience' which reappeared during, the Constitutional 
Revolution. 

1.4.2 Constitutional Revolution - 1905-1911 

The Constitutional Revolution had many causes, most importantly the role of 
external factors both for the cause of the revolution and its outcome. These 
included: the declining profits of a section of the bazaari and artisans because of 
cheap foreign imports; the suffering of the working class due to the increase in food 
prices and a decline in the standard of living of poor peasants as a result of changes 
in the cultivation from food staples to export crops; rising land values; decline in the 
economic and political position of the tribes due to urbanisation. 

Revolution began with protests by merchants against the involvement of foreign 
officials in the government administration. An alliance was forged between the 
bazaar, some ulama, secular intellectuals, landlords and tribal leaders: despite their 
different economic and political interests, all saw the need to unite against the 
monarchy and foreign powers. '? The impact of the west on the economy, political 
order and cultural values had intensified the already existing contradictions in 
Iranian society. In part it had introduced new patterns of thought which were 
sometimes in contradiction to the socially accepted norms. Western domination in 
Iran was rejected by almost all the social forces, but not their strength in the 
important areas of technology, law and constitutional reforms. The bazaari, who 
initially benefited from the growth in foreign trade, increasingly faced competition 
from abroad which restricted their own economic interests. 

The ulama were divided: some of them accused the Shah of being corrupt and a 
means for foreign control of Iran. Others, such as Ayatollah Sheikh Fazlulah Nuri, 
argued strongly against the reforms and believed the Sharia should not be watered 
down. Ayatollah Tabatabai (1841-1918), on the other hand believed in adaptation, 
even in the context of religion. Others like him believed it was in their own interests 
to accept the inevitable spread of ideas, firstly from Europe and then from Russia; 
Tabatabai admitted in 1907: We do not know much about constitutional government 
ourselves, but we had heard that constitutional governments provide security and 
prosperity... (Ghods, 1989: 13). 

This was an example of the many contradictions arising from western impact on 
Iran. The increasing contact with the west gave an opportunity for some Iranians to 
learn about western development in areas such as economics, politics and society. 
The inevitable rise of western ideas could be a double-edged sword. For example, 
the idea of parliament, although western, came to be used not just against the 
authority of the Shah but the western domination of Iran too. The ulama accepted 
the idea of edaltkhaneh, a house of justice (parliament), in accordance to Shia law 
and believed this could be used to defend Islam. Competing groups such as secular 
intellectuals recognised the power of the ulama and gave them recognition in order 
to maintain the support of the majority of the population. 
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Some of the ulama called for the adoption of Sharia (Islamic law) as the law of 
state instead of a western-style constitution. Contradictions within the class alliance 
supporting constitutional reform were highlighted by the fact that when the secular 
reformers called for land reform, the ulama and the landed deputies refused to 
accept it. This infighting amongst the modernising intellectuals and the 
traditionalists encouraged the Shah to regain his position and dissolve the National 
Assembly in 1911. The Qajar regime was saved by the weak character of internal 
forces as well as the intervention of external. forces, namely the Russians. The 
Constitutional Revolution ended in defeat, but it stands out as a revolutionary 
movement that attempted to challenge the ruling authority and change the balance 
of power. The participants were from both emerging modern social forces such as 
working class and bourgeoisie, and from traditional institutions. The institutions 
they created such as mauls (parliament) and trade unions were all new in the history 
of Iran. 

In summarising the impact of the west on the Constitutional Revolution it is 
clearly necessary to identify major changes in the political economy. Capitalist 
development had a contradictory impact i. e. it opened Iran up more to the world 
market and helped to weaken the traditional ways of producing wealth. Sometimes, 
through their military power western capitalism was able to impose their economic 
and political will as during the Constitutional Revolution. But by destroying the 
patterns of traditional production, modern capitalism made room for capitalist 
exploitation, albeit on a very small scale. The form of capitalist development was 
beginning to show itself and it was not possible to stop this completely, either by 
internal or external factors. One of the main characteristics of this process was the 
extreme unevenness of the capitalist form of changes occuring in the economy and 
society and that this was not enough to undermine totally the pre-capitalist mode of 
production. The process of capitalist development and the changes in the economy 
and society intensified greatly in the next decades. 

1.5 The Rise of the Pahlavi Dynasty and the Modern State 

The Qajar dynasty came to an end when the outside forces of Britain and Russia 
occupied Iran during WWI. Until 1921 Iran was subject to a situation of immense 
political and economic crisis. This period also witnessed the revolution of 1917 in 
Russia as well as the development of the oil industry in Iran, both of which had a 
major impact on the political economy of Iran (Miroshnikov, 1964). Reza Shah 
(1878-1944) came to power, through a coup d'etat in 1921, backed by conservatives 
in the parliament - an alliance of clergy, merchants and landlords - who feared that 
growing communist strength in the north had to be countered. Reza Khan originally 
wanted to abolish the monarchy and establish a republic with himself as its 
president. It was opposition from the ulama, who associated republicanism with the 
secular reforms implemented by Mustafa Kamal in Turkey, which forced Reza 
Khan to keep the monarchy as the head of the state. 18 The irony is that athough 
republicanism was rejected by the ulama, seventy years later they supported the 
establishment of the republic in following the revolution of 1979. 

Although he did not formally disband the Majlis, Reza Shah built up his 
autocratic rule, developing a strong army which by the mid-1920s exercised control 
over virtually the whole country. The defeat of the tribes led to the integration of 
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' the oil-producing provinces in the south into Iranian national territory. The British 

came to see in him the strong man who would protect 'their' oil and contain any 
Soviet threats. 19 The state, based on military and bureaucratic power, was thus able 
to overcome parochialism by promoting national interest and modernisation. Reza 
Shah's state was able to bring relative stability to the domestic economy after the 
ravages of war and competing imperial interests. 

Once he had established his power, Reza Shah deliberately promoted the idea of 
pre-Islamic and Persian nationalism in an attempt to counter the influence of the 
ulama. Like other leaders of modern capitalist states Reza Shah promoted the 
development of the economy in the framework of nationalist ideology. This was 
different to the previous dynasties: the idea of national indpendence was a modern 
phenomenon which emerged under capitalism. Reza Shah's nationalism was cast in 
secular rather than Islamic terms. He emphasised the glory of old Persia combined 
with the strong state but in the context of a modern world. This did not alter the 
theoretical views of Shia Islam regarding theology and politics, which rested on the 
basic principle of the imamat (the institution of rule by the Imams) and the vital role 
of mojtahed. The ulama could do little to oppose the modernisation programme of 
Reza Shah, who was able to rely on the army to force his reforms through, as well 
as support from sections of the population who believed reform was necessary for 
Iran's future (Bill, 1972). 

The state was the major agent able to enact modernisation in Iran and to build 

up the country's armed forces. Unlike previous states, that of Reza Shah was not 
only a tax collector on behalf of the Royal Family but became directly involved in 
the development of roads, infrastructure and industries through its larger levels of 
investment. Measures were also taken to regulate the civil service, introducing fixed 
hierarchical promotion. Financial services were unified too, resulting in the 
establishment of the National Bank in 1927 which dealt with the state accounts and 
took over the interests of the British Imperial Bank. The guilds were weakened as 
the government set up its own monopolistic control of essential imports - tea, 
cotton, rice, sugar - and used quotas to restrict other imports. A comprehensive 
building programme changed the face of the country's infrastructure, including the 
setting up of the Trans-Iranian Railway (paid for by a levy on tea and sugar) and the 
road network extended dramatically, from 1,286 miles in 1921 to some 16,000 
miles by 1938 (Ashraf 1970: 326). 

Those two important pillars of the state, ' the army, and the bureaucracy 
expanded enormously under Reza Shah. The army increased from several thousand 
Cossack members in 1920 to 400,000 troops by the early 1940's. In the same priod 
the bureaucracy stood at around 90,000 civilian employees (Foran, 1993: 221). 

Another major development which began to to have an impact on the state was 
the discovery of oil in 1908, a significant event which was to have a great impact on 
Iran's political economy. For the period 1911-1919 the state received a total of 
£335,000 in oil royalties, a figure which increased dramatically to £10.5m for 1920 
to 1930 (Amuzeghar and Fekrat, 1971: 16). Its direct impact on Iran's political 
economy was very insignificant in the period before WWII, but the oil industry was 
to become the centre of attention for both the national and international 
bourgeoisie. It increased the already existing contradictions between these two 
social groups and its control became a major political issue between the oil 
companies and Reza Shah, who understood its importance as a means to finance his 
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planned reforms. 
Oil was beginning to dominate the economy and, whilst imperialism had pillaged 

Iran, it had not left the country undeveloped. The small-scale operations of the 
industrial capitalists had been boosted by gradual integration of Iran into the world 
system. Industrial capitalists did not dominate the whole economy but the 
advancement was significant. Although quite small, production using modern 
techniques and employing a substantial workforce was beginning to spread to. the 
major cities. The development of capitalism in Iran compared to the capitalist 
countries was not advanced and the bourgeoisie was very weak. The relative 
changes, however, were enough to produce the social forms such as working and 
capitalist class associated with capitalism. These developments occured at the same 
time as the majlis continued to be dominated by the landlords and most of the 
cabinet were born into titled aristocratic families (Abrahamian, 1982). 

The allied troops' occupation of Iran during WWII showed once more the vital 
role of Iran within the world.. The occupation of Iran marked the beginning of 
another period of instability and change, culminating in the nationalist movement of 
the 1940s and early 1950s. Significant political and economic change in these 
decades was reflected by the rapid growth of the Tudeh Party20 and later the 
National Front. 21 The Tudeh gained support from the urban working class and 
lower middle classes whilst traditional tribal allegiances and the dominance of the 
landlords still held sway in the countryside. As before, social change within Iran was 
affected by a change in the global balance of power. 

1.6 Superpowers and the Rise and Fall of the National Front 

With the end of WWII the US replaced Britain as a major superpower in the world. 
The US, as the dominant economic power, represented itself not just as the major 
capitalist force in the world but an ideological superpower too - fighting for the `free 
world'. The rise of the USSR against the US resulted in the Cold War as the two 
superpowers competed over geographical, strategic, economic and political spheres 
of influence. 22 One of the main factors which made the US interested in bringing 
Iran under its sphere of influence was its oil. Related to this was the fact that the US 
was already involved in the production of Saudi Arabian oil and Iran was a 
neighbouring country to both the USSR and Saudi Arabia, which gave it a strategic 
importance. Iranian rulers themselves also preferred the US to Britain. The US had 
operated a military mission inside Iran since 1942 and had since increased its 
intervention, providing military and economic aid as well as political support to the 
Shah. As in Turkey and Greece, the US was also concerned to counter the 
perceived threat of communism by supporting a regime like that of the Shah. In 
1946 the US assisted the Shah's army in its anti-communist mission to defeat the 
two autonomous regimes set up in the Azerbaijani and Kurdish Republics. The 
growing role of the Tudeh Party in Iran and its influence among the growing 
working class was a major concern for the US 23 

1951-53 saw the second mass social movement to take place in twentieth 
century Iran. Like the Constitutional Revolution, struggle for oil nationalisation 
challenged the power of both the monarchy and foreign powers in Iran, and after its 
initial success faced both internal difficulties and external intervention. The 
movement was in some ways different to the Constitutional Revolution though, 
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notably because of the involvement of the urban working class and capitalist class 
which had grown in the past decades. The National Front which consisted of 
groupings of constitutionalist and nationalist politicians and opposed the increasing 

power of the Shah and demanded electoral reform. Not long after its establishment, 
it called for the nationalisation of the Anglo-Iranian Oil Company (AIOC) in 1944 
(Bashiriyeh, 1984: 17). The National Front attracted wide support and became a 
coalition of parties such as Iran Party, the Iranian Nation's Party, the Society of 
Islamic Combatants, and the Toilers' Party. The alliance brought together a broad 

set of interests, mainly representing bazaari allied to the ulama and the parties of 
intelligentsia. The attempt to nationalise Iran's oil was the goal that maintained 
unity amongst these disparate groups. 

Mossadeq, the leader of the National Front, tried to gain a concession from the 
British by proposing a fifty-fifty share of the oil profits. The response of the British 
was predictable and unambiguous. As a top civil servant stated: 

I feel absolutely sure that we cannot reach an agreement with Mossadeq 

which would not have disastrous effects, not only on all other British 
interests all over the world but on all other enterprises and trading 
activities in foreign countries on which the standard of living of the people 
of this country, and our ability to maintain our freedom and 
independence abroad depend... In the case of a mineral like oil they [the 
Iranians] are of course morally entitled to a royalty. But to my mind the 
Asiatic idea ... that morally they are entitled to 50% ... is bunk (Bill, 
1988: 7). 

Mossadeq's main political platform centred around three interrelated issues such 
as nationalisation of oil, parliamentary democracy, and internal reforms to ensure 
economic improvement. After becoming prime minister in 1951, Mossadeq, 
although he had hoped for economic and political changes, faced a crippling 
economic embargo by Britain and other major powers against the country which 
brought Iran's oil production - and its exports - to a halt. The effect of AIOC's 
refusal to pay the royalties it owed Iran, and the Bank of England freezing her 
Sterling assets, meant that Iran's development plans were effectively curtailed. The 
sharp drop in oil revenues led to a balance of payments, fiscal and monetary crisis 
(Katouzian, 1981). 

The economic measures taken to counter this and the ensuing financial squeeze 
made Mossadeq's government more and more unpopular with the landlords and 
some of the bourgeoisie, leading to internal divisions within the National Front. A 
major figure, Ayatollah Kashani, the speaker of the 17th Majlis, defected from the 
Mossadeq camp and, according to some observers, joined ranks with the Shah's 
supporters to overthrow Mossadeq (Akhavi, 1988: 110). In contrast to this view the 
US administration suggests that the CIA withdrew their involvement with the ulama 
because they were asking for too much money (Roosevelt, 1979: 71). 

The difficulties for Mossadeq increased when he failed to win the US support. 24 
Instability in the country and fragmentation of Mossadeq's social base finally led the 
US and Britain to organise a military coup in 1953 to oust him. 25 

The events of 1953, as during the Constitutional Revolution of 1905-1911, 
brought a coalition of secular and religious interests over their shared opposition to 
western domination. In both cases, although foreign powers were involved in the 
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the breakdown of the movement, domestic social forces such as the Court, retired 
and active army officers, conservative ulama, wealthy merchants and landlords also 
played a vital role. Mossadeq's secular government could not firmly establish a co- 
ordinated political movement because of the competing social forces which had 
different interests. As in the Constitutional Revolution the ulama continued to play 
an important role both in supporting Mossadeq and ultimately helping the 
opposition to overthrow him. Traditional forces could not act as a barrier to the 
capitalist development which had begun more than half a century before. The 
imperialist forces of the US, Britain or the Soviet Union were not operating in the 
same way as before, and did not mean to support the traditional ruling class against 
the modem bourgeoisie, but rather to encourage industrialisation, even though this 
support caused contradictions for them. 

1.7 The State and Capitalist Development, 1953-1979 

When Mossadeq was overthrown in 1953, capitalism was relatively developed i. e. 
widespread commodity production existed as the precondition for the establishemnt 
of local industy such as a local market, sufficient infrustructure (transport, utilities 
and financial system), and the working class. Iran's role in the world economy was 
undergoing substantial transformation, most importantly its relationship with the 
US. Whilst pre-capitalist relations continued to have a role in the economy and 
society of Iran, the capitalist mode of production was beginning to impose itself. 
Some of the traditional ruling class such as bazaar and landowners had joined the 
ranks of the capitalist class. 

The continuing strategical role of Iran in the world and the development of the 
Cold War meant Iran was of major importance for the superpowers, in particular 
the US. This fact convinced the US to provide the Shah with the necessary aid to 
establish his regime. The first priority was to rebuild Iran's state and institutions, 
most importantly the army. The US support for Iran was vital to the Shah for both 
economic and political reasons, organising the local economy and challenging the 
Tudeh Party and their Russian backers. 

The Shah's state was also helped by the oil revenue once Iran resumed its oil 
exports in the wake of the western oil boycott in the early 1950s. The income from 
oil gave the state an opportunity to finance the planned programme of reforms. 
Between 1955 and 1957 nearly 60% of the oil income went towards the planning 
programme, a figure which increased to 80% from 1957 onwards. By -1978 oil 
accounted for 38% of GNP, 77% of the state's total income, and 87% of foreign 
exchange (Razaqi, 1989: 169). This was a gift in a crucial period enabling the 
regime to consolidate its power. The relation between the state and oil become so 
close it was impossible to break. This relationship is described as the rentier state: a 
state which relies heavily on the income from oil. 26 Oil revenue is external, 
unearned income not generated by productive operations of the national economy 
and, as a result, the state does not depend on internal sources of revenue and 
subsequently on internal social classes. 

Due to oil revenue the Iranian state was able to transform itself from a weak 
player in the world economy to a powerful dynamic force after WWII. The on 
income was enough to sustain the economy without a strong productive domestic 
sector, at the same time placing the Iranian state in a stronger political position as it 
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did not have to impose high taxation on the people. 
The lack of sufficient foreign exchange caused problems and the International 

Monetary Fund (IMF) and the World Bank imposed a stablisation programme, 
which came into effect in September, 1961. The government forbade the imports 
of luxury goods and increased duties on non-essential goods. The overheating of the 
economy, an increase in the money supply and high inflation, resulted in a Current 
Account deficit of 33.6bn rials (Karshenas, 1990: 95). There was complete 
stagnation in the economy by the early 1960s. Opposition27 grew from both the 
working class, the bazaari and small landowners who were adversely affected by the 
economic crisis (Amuzegar, 1991: 174). The traditional forces of the bazaar and 
landowners with the help of their allies, the ulama, mounted a challenge to the Shah 
but failed to make any impact. The regime managed to defeat the threat from its 
opposition, firstly through sheer repression and secondly, by introducing social, 
political and economic reforms 28 The new US administration promised substantial 
aid - $85 m loan on condition that certain reforms were implemented (Abrahamian, 
1982: 422). 29 This was to stave off the threat of political unrest and was consistent 
with the US' anti-communist policies. The Shah's land reform, industrial 
development, spending on education and social services, votes for women, literacy 
movement and profit-sharing for workers, became known as the `White Revolution'. 
This was the cornerstone of the capitalist development under the Pahlavi dynasty. 

1.7.1 Agricultural Transformation 

Before land reform, Iran was semi-feudal: absentee landlordism was dominant, with 
55% of the cultivated land owned by only 1% of the population who lived in the 
cities. The pre-capitalist social structure was rigid, with landlords controlling the 
social and economic life of the peasants (Karshenas, 1990: 145). Most of the total 
population of 19 m lived in the rural sector in the 1960s and over half the working 
population of 6.1 m worked in the agricultural sector. Even though capitalist 
development had expanded over the last fifty years, the traditional ruling class such 
as landlords continued to play a major role in the society. A small group of the 
landowners controlled much of the land: about 15,000 villages (out of 45,000 to 
60,000 villages in Iran) were owned by landowners with more than 5 villages each, 
and according to government estimates, around 400 to 500 large landlords owned 
57% of all villages in Iran. In contrast, out of the total population of 15 m in the 
rural sector, 10 m belonged to the poorest class, those who had less than four 
hectares or else no land at all (Keddie, 1969: 79-83). 

The 1962-1971 programme of land reform had the following general aims: to 
increase agricultural production, extract the surplus and invest it in the industrial 
sector, to provide price stability by introducing new technology, to improve the 
standard of living of the peasants through a rise in per capita output; and finally to 
eliminate the power of the landlords. As a result of land reform many poor peasants 
became rural wages labourers or left the villages to find work in the cities. The 
peasants who were affected by the land reform were nasagh- holders (peasants with 
cultivation rights). The peasants with no land, khoshneshinan, continued to be 
deprived of land ownership (Abrahamian and Kazemi, 1978: 169-270). 

Land reform went through four phases, the first attempt (1962-1964) was 
restricted to one village owned by a large landlord, deh-e shesh dong, (an equivalent 
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of one village in different estates owned by the landlords). Mechanised land, groves, 
plantations, orchards, and homesteads were exempt from the redistribution 
programme. According to the law landowners had to sell their land to the peasants 
based on the previous year's tax paid to the government. In return, the government 
would provide compensation to the landowners within 15 years with 10% interest. 
The first stage effectively reduced the power of the landlords in the village and 
replaced it by that of the state (Katouzian 1974: 236). Its effects were not far- 

reaching, though as the number of families who gained from the first process made 
up less than one fifth of the total population, whilst many landlords were able to 
evade the division of their lands. 

The second phase of land reform (1964-1968), sought to deprive the landlords 
of their rights to orchards, plantations and woodland above a maximum holding 
(again with compensation). Just as the first phase was designed to redistribute land 
from a relatively few large landowners, the second phase continued this process with 
middle-sized owners. This weakened the opposition to land reform by dividing the 
large from the medium landowners. Capitalist relations were encouraged in that the 
owners above the limit could form joint-stock companies with the former peasants 
whilst there was considerable selling of land by peasants. This made for a two-tier 
structure in agriculture: on one side, peasant ownership and tenancy - almost half a 
million medium and small land owners retained their original holding although 
there was encouragement to use wage labour - facing, on the other, large- and 
medium-scale mechanised farming. 

The third and fourth phases (1968-197 1) laid the basis for the establishment of 
farm corporations through credit from the agricultural bank and the growth of agri- 
business. Increased centralisation in the country brought closer integration of the 
rural and urban areas: on the one hand, the new bourgeoisie was comprised of civil 
service appointees who took control of the corporations; on the other, labour 
transferred to the modern sector as incentives for rural families to stay on the land 
declined. 

As a result of the land reform capitalist forms of agricultural production became 
more widespread. The traditional landlords gradually lost their power, beginning 
with the largest families but continuing through to the medium, small landowners, 
as well as waqf administrators. The state had become the most powerful economic 
force in the rural sector in Iran and land reform removed the barriers to the state's 
full control over the countryside. This was carried out through the state's policy of 
rural co-operatives and agricultural bank. The rural co-operatives, run by the state, 
were in charge of providing seeds, fertilisers, agricultural machinery, and short-term 
loans to the peasants. The agricultural bank provided short- and long-term loans 
which were in many cases given to the rich peasants who had links with government 
officials. The state was also involved in the building of infrastructure which took a 
major part of agricultural investment. 

The process of land reform was able to break down the pre-capitalist social 
formation and introduce a new method of production in the countryside. This was 
achieved by a relatively autonomous, centralised state. Conditions in the rural area 
changed but the land reforms did not solve many problems which had existed 
before. For example, the remnant of the landlord class continued to possess large 
amounts of land whilst, in contrast, those peasants who did not gain any land 
moved into the major cities to look for work. Just as the reform transformed the old 
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landlord class into a modern bourgeoisie so too the working class grew in size. The 
commoditisation of labour power was accelerated by the massive migration of the 
dispossed peasantary to the cities in the 1970s. During this period an increased 

number of small proprietors were forced to abandon their land and move to the 
cities. In 1971, a total of 67% of all peasant families who were able to gain legal 
rights to land held plots of land that were less than 6 hectares, a size insufficient to 
to feed a family of five at subsistence level (Hoogland, 1982). The result was an 
increase in the proportion of the population living in the urban sector, which grew 
from 31.4% in 1956 to 46.9% in 1976 (Pesaran, 1985: 30). 

Iran's role in the IDL was no longer the same as it was i. e. it could not rely 
totally on its own agriculture to feed the gorwing population. This forced the state to 
promote subsidisation of the import of agricultural products in an attempt to keep 
the wages stable through cheapening foodstuffs. The increase in food imports and 
inability of small peasants to compete with the cheap price of imports forced more 
peasants into cities. This plus population growth and an increase in consumption of 
food led to the increase in agricultural imports shown in Table 1.3. 

Table 1.3 Selected Agricultural Imports, 1973-1978 
0000 tonnes) 

1973 1974 1975 1976 1977 1978 

Vegetables 7.5 11.4 7.8 16.5 59.3 39.7 
Fruit 58.2 75.5 241.2 377.7 471.6 208.9 
Grain 965.8 6843.1 2053.8 2076.5 1227.1 2660.0 
Sugar - 162.6 287.2 220.1 597.4 266.2 458.0 
sucrose 
Cooking oil - 133.8 256.2 268.2 277.6 258.9 

Source: Statistical Centre of Iran, 1979. 

Although this process intensified the commoditisation of labour power, it made 
Iran more dependent on the world market to feed its population. It is important to 
note that the agricultural share of GNP (in constant price) continued to increase 
from 88.8 bn rials in 1963 to 339.9 bn rials in 1978, an increase of 282% (see Table 
1.6). The agricultural sector, beside providing the urban sector with its food supply, 
also contributed to the growth of the economy by providing a supply of labour to 
the urban areas. 

The availability of foreign exchange, mainly in the form of oil income, enabled 
the state to implement its land reform smoothly. It also alleviated the pressure on 
the supply side through imports and kept the price of food stable through large 
subsidies. In terms of agricultural development Iran appeared to follow the path of 
capitalism i. e. increased differentiation between the large and small landholding 
peasants and decline of labour force in the rural sector. The land reforms created 
the necessary pre-requisite for capitalist transformation by abolishing the pre- 
capitalist relations of production. Some of the landowning class became either rural 
or urban bourgeoisie. 
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1.7.2 Industrial Development 

This period of land reform laid the foundation for Iran's industrialisation and 
although an earlier attempt had been made before, the new initiative was 
encouraged by the US in order to establish capitalist relations in the country. The 
state implemented a policy of import-substituting industrialisation (ISI) - 
production of local goods which had previously been imported, using foreign 
technology and machinery. The aim was to reduce Iran's dependence on imports 
and oil exports: in an attempt to reduce the economy's vulnerability to fluctuation 
in the balance of payments through domestic production of imported goods, the 
state imposed restrictions on imports of essential goods. This policy had already 
been adopted since WWII by many less developed countries, especially in Latin 
America (Bagchi, 1988). This policy had political implications, derived from its 
nationalist aims i. e., that local companies should be owned by local people, profits 
should be invested at home, not overseas, promotion of local innovations and use of 
domestic rather than imported technology where possible. This policy gave the state 
a large role, in particular, overseeing external trade and financial transactions. This 
strategy was intended to give the country a specialist role, not independent of, but 
integrated into the world economy (Harris, 1986). 

Table 1.4 The Composition of Imports, 1973-1978 

(US$ million) 
1973 1974 1975 1976 1977 1978 

Raw materials 
and inter- 
mediate goods 2274 4466 6212 6713 7910 5350 

Industry & 
Mining 1912 3224 4337 4773 5679 3919 
Building 238 376 917 987 1186 650 
Services 76 444 718 805 788 617 
Agriculture & 
Animal Husbandry 48 122 240 148 257 164 
Capital Goods 906 1331 3489 3803 4019 2908 

Industry & 
Mining 560 770 1760 2244 2588 1858 
Services 273 465 1439 1325 1227 642 
Agriculture 73 96 290 234 204 108 
Consumption 
Goods 557 1017 1995 2250 2697 2114 

Total 10372 3737 6614 11696 12766 14626 

Source: Central Bank of Iran, 1976-1984. 

The policy of ISI in practice did, however, require imports of certain technology 
and machineries and therefore the state had to encourage certain exports. Iran 
relied totally on her oil exports to earn the necessary revenue to pay for the required 
imports of capital and intermediate goods. Along with Iran's capitalist 
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transformation, its position in the IDL was changed to one of supplying oil to meet 
the accumulation needs of industrialised countries, in return absorbing productive 
capital from the world market. The rise in oil revenues in 1973 made it easier for the state to import the 
necessary technology and carry out its import substitution strategy. As with land 
reform the state relied heavily on one industry - oil, to develop the economy. In 
1972 alone, oil financed 53% of the growth of total imports. Dramatic 
improvements on the industrial front through increasing output of industries was 
only made possible through integration into the world market rather than by 
breaking totally from it. As Table 1.4 shows the policy of import substitution led to 
a growth in Iran's imports, rather than a decline: in 1970s most of this rise was 
attributed to foodstuffs, intermediate and capital goods. The relative share of capital 
goods imports increased annually by 11% between 1960-1973, while consumer 
goods imports rose by only 1% between 1973-1977. During the same period the 
relative growth of intermediate and capital goods was almost three times faster than 
the growth of consumer goods imports. As in the agricultural sector Iran's 
dependence on the world economy increased. The results of ISI and the growth of 
capitalism added to the unevenness in the economy-despite the large imports of 
productive capital and accelerating development, the economy relied heavily on oil 
revenue throughout thr 1960s and 1970s. As the world economy became more and 
more dependent on Iran's raw material so did Iran's increasingly rely on the world 
market to import its machineries and food to survive within the world system. 

The import of capital and intermediate goods was the main factor behind the 
replacement of artisanal production In a short period the new industries grew, 
absorbing the most advanced technology. Although the growth was a continuity 
from the previous decades, the rate at which this occured from the mid-1960s 
onwards was very impressive: industry grew at an average rate of 15% between 
1965-1975. By 1977 there were an estimated 2.5 m workers employed in industry, 
with 250,000 manufacturing establishments of which 6,000 employed more than 10 
people and were categorised as modern industrial establishments. In 1974, the 
National Iranian Steel Company estimated that annual steel production would 
reach 14 m tons in 1983. 

Table 1.5 Selected Output of Major Industries, 1973-1977 

1973 1975 1977 
Refined Sugar 000 metric tonnes 697 770 690 
Cigarettes million tonnes 13,449 15,314 14,901 
Paints 000 metric tonnes 25 36 46 
Cement 000 metric tonnes 3,489 5,145 6,323 
Refrigerators 000 257 437 536 
Television sets 000 242 356 303 
Heaters 000 216 336 - Kitchen stoves 000 313 327 1,150 
Radio 000 281 345 242 
Vehicles 000 77 140 189 
Source: Adapted from Halliday, 1979 and Central Bank of Iran, 1981. 

Table 1.5 shows in the 1970s the increase in the industrial output across many 
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industries. These goods were produced for the local market which was growing 
rapidly and local production could not respond to the rise in demand. Again, this is 
a feature of capitalist development. 

Apart from petro-chemical industries which were the most developed in the 
country, there were other major industrial units such as steel mills in Isfahan, car 
and truck industry and electronic assembly plants. As Table 1.5 illustrates, there 
was a wide range of industrial establishments varying from sugar refining to 
producing radios and refrigrators, with output of many increasing between 1973- 
1977. The total number of industrial establishments increased from less than 1,000 
in 1957 to 6,200 in 1974, by which time they accounted for 75% of industrial 
output. The impact of the policy of rapid industrialisation resulted in sustained 
growth in the economy, in particular the manufacturing share of GNP grew from 
57.8 bn rials in 1963 to 684.3 bn rials in 1978, increasing by almost 12 times 
(Table 1.6). Total GNP also grew (at market price) from 324.2 bn rials in 1963 to a 
staggering 1284.9 bn rials in 1978, an increase of 32 times. The largest share of 
GNP belonged to the oil industry which stood at 40 bn rials in 1963 and rose to 
1284.9 bn rials in 1978 (at constant price). 

Table 1.6 Sectoral Distribution of GNP 1963-1978 
(billion Rials, constant price) 

1963 % 1968 % 1973 % 1978 

Agriculture 88.8 27.4 111.1 22.6 271.0 10.3 339.0 9.2 
Industrya 57.8 17.8 106.3 20.7 333.0 12.6 684.3 18.5 
Services 119.8 40.0 187.0 36.4 629.4 23.9 1281.3 34.6 
Oil 40.0 12.3 92.4 18.0 1333.3 50.6 1284.9 34.7 
GNP at 
market price 324.2 100 513.8 100 2635.7 100 3702.4 100 

Note: (a) includes manufacturing, mining, construction, water and power. 
Source: Statistical Centre of Iran, 1964-1980. 

This rapid growth in the industrial sector was achieved through a high level of 
investment in construction and imported mahineries and equipments. It is 
estimated that the average annual growth of gross domestic fixed capital formation 
reached 16% between 1964-67. In the same period the fixed investment in 
machineries and equipments was around 20%. Without the necessary funds being 
avaliable the speed of development would have been very different. Since the state 
was the recepient of the oil income it was placed in a strong position in the process 
of capitalist development, both getting directly involved in the economy and 
through providing funds for the capitalists to develop. The bazaar in its role as the 
traditional centre for money-lending did not have the avaliable finanace for such 
development. This provided a new role for the modern banking system in providing 
the finance for the growing industries and meant that they increasingly became an 
important part of the economy, for example, through the development of new 
institutions such as the Industrial Credit Bank, the Industrial and Mining 
Development Bank of Iran and, the Industrial Guarantee Fund. Through these 
institutions the state encourged the development of the capitalist class which grew 
and benfited from the process of development. 
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Like other capitalist states the Iranian state provided the private sector with fiscal 

concessions, tariff protection, easily available loans, credit subsidies, industrial 

grants and, tax exemptions. Between 1961 and 1975 the Industrial Credit Bank's 
loan to the private sector increased from 20m to 20bn rials (Bashiriyeh, 1984: 39). 
The government's development expenditure was another factor contributing to the 
profitability of private investment. For example, the government invested in roads, 
transport, communications, energy, and irrigation, as well as social overheads such 
as education and health which all have positive effects on the economy. As a result 
investment by the private sector came second, after the state, contributing 24.1% of 
total investment in industry for the decade 1965-75 (Gasiorowski, 1991: 142-144). 
The government's promotion of land reform and industrial development involved a 
significant section of the bourgeoisie who were willing to participate in the 
economic development. The elite section of the new bourgeoisie (around 150 
families) came from the bazaari, Pahlavi family or major landlords and owned 67% 

of industries and financial institutions between them. The largest 370 private 
industries were owned by just ten families, whilst some of the companies which 
belonged to them were yielding 50% to 80% net profits annually (Bashiriyeh, 1984: 
40-42). By the mid-1970s the top 10% of the population held much of the wealth of 
the country in their hands (Halliday, 1988). 

Another important feature of capitalist development is foreign investment, which 
accordingly increased in Iran. Before the 1950s the only significant foreign 
investment had taken place in the oil industry, or in the form of aid from the US. 
However, the situation changed as the necessary conditions for industrialisation had 
been provided. High tariff barriers were erected on products previously imported 
which resulted in an increase in foreign investment increased, mainly in the most 
technologically advanced and potentially profitable sectors. For exampe, by 1974 
183 foreign firms had invested in the area of rubber, chemicals, building materials, 
mining, automobiles, steel production, armaments and agri-business. In the 1973- 
78 Plan foreign capital was scheduled to invest $2.8 bn in Iran, a figure which 
contrasts sharply to the state investement which was set at $46.2 bn and the private 
sector's $23.4 bn (Halliday, 1979: 154). Foreign firms were under state restrictions 
i. e. they were allowed to operate only through joint ventures with national capital 
and could only have only a minority of shares in these ventures. 

The relationship between the state and private sector both at domestic and 
overseas level was not always a smooth one. The national bourgeoisie were happy to 
be subordinated to the state as long as their own interests were protected. The 
antagonism between the state and bourgeoisie continued to exist as it had during 
the 1950s nationalisation of oil and again in thel970s when the state enforced anti- 
profiteering laws against the bazaar. During this period the state went as far as to 
arrest major industrialists - such as Iraj Sabet and Habib Elghanian, when the 
economy faced difficulties. Oil income was a duel-edged sword, providing both 
harmony and conflict for the state and private sector. so long as the income from oil 
continued to pour in, so the state could continue to promote their interests. Any fall 
in oil price or production would consequently damage the economy, resulting in 
difficulties for both the state and private sector. This situation also applied to 
overseas firms: faced with economic difficulties foriegn firms were less willing to 
invest in the country or even ready to pull out altogether. 

A final feature of the rapid development of capitalism was significant growth of 
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the working class, in particular the industrial working class which as the largest 
urban class in the 1970s (see Table 1.7). Some of the labour-force in the urban 
sector originated from rural areas and had moved to the cities in the wake of the 
land reform programme hoping to improve their standard of living. The growth of 
the cities, as a result of capitalist development and greater concentration of the 
labour force was a very significant event in the 1970s. In 1978 the working class 
employed in industries and manufacturing had increased from 2m in 1956 (out of 
a total population of 6 m) to 5.7 m (out of a total population of 9.9 m). 

Table 1.7 Sectoral Distribution of Employed Population, 1956-1978 
(millions and percentages) 

1956 % 1966 % 1976 % 1978 

Agriculture 3.3 56.0 3.4 47.5 3.0 34.0 3.2 32.0 
Industries 1.2 20.1 1.9 26.5 3.1 35.4 3.3 33.2 
Manufacturing 0.8 13.8 1.3 18.2 1.8 20.2 2.3 27.1 

Othersa 0.4 6.3 0.6 8.3 1.3 15.2 1.0 6.1 

Servicesb 1.4 23.6 1.8 26.0 2.7 30.6 3.8 34.0 

Total 6.0 100 7.1 100 8.7 100 9.9 100 

Notes: a: includes mining, construction, electricity, gas, water and health. 
b: includes wholesale, retail, transportation, storage, communications and social services. 
Source: National Census of Population and Housing, 1956-1981 and Statistical Centre of 
Iran, 1979-80. 

Without the major growth of capitalism in the last decades this rise in the 
industrial working class would have been impossible. Most of the working class 
underwent a break with the conditions of their past economic and social life and 
had to adapt rapidly to a new way of life in the cities. Many worked in the towns but 
continued either to live in the villages or maintained some economic and social 
contacts with them. This gave them a taste of life from both the past and the 
present, existing as they did in the mid-point between the old and new ways of life. 
The contradictions were great: consumer goods in the shop windows may have 
fascinated them but remained largely unobtainable, a situation in stark contrast to 
the wealthier people who lived in the leafy suburbs and consumed luxurious 
imported goods. Although the standard of living for some of the working class had 
improved during the period of economic expansion, this did not apply univerally. It 
is not the case that capitalist development always results in benefit to the working 
class. In countries where trade unions are severely supressed and state policy does 
not allow for working class organisation, the standard of living would not increase in 
a way that might accompany economic development. 

The growth of the working class was potentially a serious threat to the 
bourgeoisie. The working class in Iran had already played an important role in the 
1950s nationalisation of oil. The state acknowledged the potential power of the 
working class by only allowing unions which were created and controlled by the 
state itself (Bayat, 1987). This move was intended to widen support for the regime 
at its base, rather than dealing with the problems of the workers against the 
employers. The state went so far as to create branches of SAVAK (secret police) in 
the factories which aimed to suppress any `anti-state' activity. The state also ran a 
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profit-sharing scheme designed to increase output by legally requiring the owners of 
manufacturing units with ten or more workers to share 20% of annual net profits 
with them. Insurance for workers and the establishment of a minimum wage were 
political actions intended to discourage labour unrest 30 

1.8 Conclusion 

The focus of this chapter has been on the form and development of modern 
capitalism in Iran. Capitalism did not emerge in Iran as a result of internal factors 
but was influenced by the west because of the nature of capitalism i. e. its ever- 
expanding capital accumulation, which encourages capitalists to make the whole 
world their market. Thus the internal dynamic of capitalism results in the 
development of capitalist production throughout the world. I suggested that this 
outward expansion of capitalism did not result in stagnation and underdevelopment 
in Iran. Rather, the country's transformation from pre-capitalism to capitalism has 
been tied to world capitalism but, as in other LDCs, has developed its own 
character, different to that of the west. Its particular form has shown itself in 
uneven development, both at national and global level. I have summarised this in 
three areas: 

The first feature of the uneven development was that, despite the expansion of 
capitalism, Iran remained part of the peripheral formation of the world economy. It 
was through its integration to the world market that Iran become one of the fastest 
growing economies in the world in the 1970s, although this development was not 
on the same scale as that of NICs such as Taiwan and South Korea. But the 
potential was there for greater expansion within the capitalist system. Oil income 
was the key contributor to Iran's capitalist development, especially in the period 
following the 1960s, and the state - as a recepient of the oil income - became 
another important factor in this processs. But to reach this stage it had to rely on 
importing most of its capital goods from the west. Thus, the capitalist development 
in Iran did not mark a break from the world market, to achieve development 
independent of the western imperialist powers. Rather it was closely linked to the 
world system, as I have shown. Iranian capitalist development was supported by the 
western industialised countries, especially the US which had both economic and 
political interests in Iran and throughout the region. The expansion of capitalism in 
Iran created a large market for the west to export its modern machineries into Iran, 
some of which came from the US. These imports included arms; indeed, military 
purchases by Iran increased from $77 m in 1970 to more than 7.8bn in. 1978 
(World Military and Social Expenditure, 1986). The army became an important 
instrument nationally as well as operating in the region, although not to the same 
degree as the imperialist countries such as the US. The army were equally 
important in the process of the capitalist development at home i. e. employing a 
large section of the workforce, some 300,000 people or 3% of the working 
population in 1976. 

The second feature of uneven development is that the development of capitalism 
did not lead to the end of the pre-capitalist institutions such as bazaar, religious 
establishment and monarchy. These institutions were not static but had a dynamic 
of their own. For example, the institution of the monarchy under both Reza Shah 
and his son was very different to that of previous rulers under the Qajar dynasty. 
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While the latter existed under a pre-capitalist mode of production, the former 
promoted intense capitalist development. Changes in the economy led these 
institutions to either play a vital role in the capitalist development or to adapt in 
some way to the system. Some elements of the pre-capitalist forces from the bazaar 
and landlords were able to join the capitalist class but even those who continued to 
trade in the bazaar had to operate under the capitalist mode of production. The 
bazaar remained strong in the traditional sectors of the economy, despite the 
establishment of the modem banking system and commercial activitites. Although 
the bazaari continued to survive, their position declined relative to the capitalist 
class, for example, handling only 30% of total imports and 15% of private sector 
credit in 1977 (Foran, 1993: 335). This was largely due to the modernisation of the 
banking system and the rise of new shopping centres. The bazaar also continued its 
close relations with the religious institutions, providing finance to religious schools 
and mosques, thereby maintaining and promoting their values and influence in the 
society. 31 This co-existence of institutions of the bazaar alongside modem 
institutions is typical of a society which has undergone tremendous transformation 
and forms part of the peculiarity of capitalist development in LDCs. The 
transformation of Iranian society preserved some of the values of the pre-capitalist 
society, such as religious beliefs but these have also had to change in order to adapt 
themselves to modem capitalism and its institutions such as the state and its 
bureaucracy. After all the religious institutions had little choice but to accomodate 
to the new conditions in the face of such rapid development. Even when their 
members criticised the state and its development, the alternative they advocated was 
itself in the framework of capitalism, although controlled by the ulama32 While 
individuals from both the religious and secular opposition were repressed or even 
eliminated, the mosque as an institution continued to maintain a degree of 
immunity from the encroaching power of the state. The modernisation of Iran and 
the state's brutality did not lead to the end of religion as a major force in the society. 
On the contrary, there was a strong underlying continuity in the influential role of 
Islam. 

The third feature in the process of uneven development is the separation of most 
of the population from the means of production. Under capitalism the working class 
has to sell their labour power to the capitalist class who become the owner of 
modem means of production. The transformation of pre-capitalism in Iran has 
changed the nature of exploitation, as before WWII the majority of the population 
were peasants. Even in the city the industries were restricted in scope, leaving an 
urban population typical of pre-capitalist societies in which artisans and traders 
played an important role. This picture had changed by the 1970s, with the Iranian 
working class estimated at around 880,000. These workers were located in modem 
industries comprising manufacturing plants, railways, docks, electrical, gas and 
power works. More than 300,000 were employed in modem banks, hospitals, 
offices and as shop assistants (Abrahamian, 1983: 434). The size and composition 
of the working class was a dramatic change from previous decades (see Table 1.7) 
At the same time, the spread of market relations in the countryside has replaced 
pre-capitalist by capitalist forms of exploitaion, with the creation of a large class of 
agricultural workers. Wage labour is now the biggest source of value in Iran. In the 
urban sector some of the working class are no longer illiterate and the development 
of capitalism itself makes them aware of the world situation. By the 1970s most of 
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the Iranian working class had T. V. sets or radios in their homes, informing them of 
world events and influencing their culture. 

These three features arise out of the many contradictions which developed as a 
result of the capitalist development in a country like Iran. They will be fully 
explored in the form of specific areas of the state, the religious institutions and the 
social classes, which are the subject of the next chapters, beginning with the oil 
industry and its contribution to capitalist development. 


