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ABSTRACT

Rassekh, Farhad, Oil and the Iranian Economy. Master

of Arts (Economics), August, 1978, 86 pp., 23 tables, bibli-

ography, 56 titles.

This study is concerned with the relationship between

the Iranian Oil Industry and Iranian economy. Oil revenues

have been the largest source for financing economic develop-

ment plans and for obtaining foreign exchange. In this paper,

the history of the Iranian oil industry is summarized, and

five previously implemented developmental plans are analyzed.

Additionally, the impact of oil on some economic sectors and

its contribution to GNP is examined.

The strong correlation between oil reserves and the

economy may bring a problem in the future when oil reserves

run out. Iranian economists believe that the economy must

be industrialized in order to reduce the economy's reliance

on oil. This paper recommends that all the economic sectors,

particularly agriculture, should receive careful consideration,

even though the national goal is to industrialize the economy.
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CHAPTER I

INTRODUCTION

Oil or "black gold" as a source of energy has contributed

at an increasing rate to the world's energy consumption since

it was discovered, refined, and supplied. Oil and gas sup-

plied 26 per cent of the world's energy demand in 1937 which

gradually reached 59 per cent in 1960 and 64 per cent in 1970.

The proportion is estimated to rise to 68 per cent in 1985

(3, p. 1). Consequently, oil is considered to be the most

important energy source at the present time.

In the oil exporting nations, oil has been playing an

even more important role in the economy. In these countries

the economy is mainly based upon the revenues earned by

exporting oil. The degree of dependence varies with the

portion of oil revenues in the Gross National Product (GNP).

Iran is one of the best examples of those countries

whose economies depend mainly on oil revenues. Oil revenues

have been the major source of funds to finance the economic

development plans, as we will see in chapter three. During

1960-75, when the Iranian economy as a whole enjoyed an annual

growth rate of 12.4 per cent, the major contribution was pro-

vided by the oil sector, followed by industry and mining.

The national value added by petroleum (i.e., oil's contri-

bution to the GNP in real terms) rose from 7.2 per cent

1
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in 1959/60 to 46.6 per cent in 1974/75, an average annual

growth of 2.22 per cent. In 1975/76, on the other hand,

when oil production and exports declined rather drastically,

the Gross National Product (GNP) was correspondingly af-

fected (1, p. 248). Table I details the growth rate of GNP's

components and sectors since 1959/60.

TABLE I
PERCENTAGE CHANGES IN GNP, ITS COMPONENTS AND SECTORS

(original data in 1972/73 prices)

1959/60- 1967/68- 1971/72-
1974/75 1974/75 1974/75 1975/76

Consumption:
Private 7.7 9.9 13.2 12.3Public 17.1 23.5 26.5 16.8

Investment:
Private 10.2 13.2 20.8 100.7Public 25.2 15.0 19.6 51.1

Gross Nat'l Product 12.4 18.0 29.1 3.4

Agriculture 3.7 4.1 6.9 6.8

Industry 11.9 13.3 16.0 16.9

Services 10.4 14.3 22.4 20.0

Oil and Gas 22.2 31.1 53.0 -11.1

G. D. P.* 12.6 18.0 27.8 5.1

*Output of the citizens within the country.

Source: Plan and Budget Organization, Annual Report,

Tehran Bureau of Statistics, 1977.

The table demonstrates that oil has played a significant

role in the Iranian economy from both the aggregate demand side
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and the aggregate supply side. Oil revenues, the mainstay

of the government budget and an easy source of foreign ex-

change, have helped increase both public consumption and public

investment expenditures. As shown in Table I, in 1975/76,

under the impact of worldwide recession and an 11.1 per cent

drop in the value added by the oil sector, the overall growth

rate of GNP was reduced to 5.1 per cent. All in all, during

the 16 year period, Iran's GNP increased from $4 billion in

1961/62 to more than $53 billion in 1975/76; per capita income

went up from $195 to $1,600 in the same period (1, p. 247).

Any kind of research about the Iranian economy leads us

to the great contribution and significance of oil incomes to

the economy.

Purpose

The primary purpose of this study is to demonstrate the

impact of the Iranian oil industry on the economy and to

delineate the major events in Iranian oil history. The paper

shows how important the oil sector is in Iranian economic life.

In this study the impact of oil revenues is limited to

economic sectors such as Plan Organization, external sector,

and employment. In other words, the paper is not going to

show the impact of oil incomes on every economic phenomenon.

Method of Procedure

The method used in this study is "numerical analysis,"

meaning the paper attempts to analyze the facts. The



effort is placed on showing what has already happened or is

happening.

The second chapter summarizes the oil history in Iran,

mentioning the major points and events since oil was discovered

in the country. In the third chapter, five economic develop-

ment plans, which have previously been implemented in Iran,

are analyzed, and the sixth plan which started recently

(March 1978) is summarized briefly. In the fourth chapter,

the impact of the oil industry on the various sectors of the

economy will be assessed. Chapter five gives a summary and

conclusion of the entire paper.

The libraries in Denton, at North Texas State University

(NTSU), Texas Women's University (TWU), and in Dallas, at

Southern Methodist University (SMU), were used. Also, some

useful books, not available in this area, were borrowed or
bought through inter-loan office at NTSU. Additionally, the
Consultate General of Iran in Houston, Public Relations of

National Iranian Oil Company (NIOC) and Bank Mark azi (Central
Bank of Iran sent some useful information and pamphlets.

Significance of Subject

This study shows that the Iranian economy to a great

extent depends on the oil industry. Lack of skilled laborers
and specialists, consumer goods (such as food and beverages),

and capital goods (such as machinery) is compensated by im-

porting them without having any resulting deficit or problem
in the balance of payment.

4



Heavy emphasis and dependence on the petroleum industry

brings a serious question about the future of countries such
as Iran: what is going to happen to the economy when the oil
reserves in the country run out, or the oil importing countries
put Iran under economic pressure by not purchasing oil? The
planners answer they will attempt to industrialize the country
in order to reduce the economy's dependence on oil. Great

emphasis has been placed on the industrial sector in recent

years, particularly in the Fourth and Fifth Plans, and there
will be a greater emphasis in the next plans. Therefore, it
can be asserted that by industrializing the country, the ec-
onomy no longer needs to be based upon the oil revenues

(1, p. 261).

The annual growth rate of value added in the industrial

sector during 1963-67 was 12 per cent. It reached 15 per cent
during 1968-73 and rose to 17.6 per cent during the first

three years of the Fifth Plan 19.73-76 (1, p. 78).

Undoubtedly, there have been successes in creating

productive bases in some areas of the industrial sectors,
such as the auto and steel industries. But it is hard to
assert that Iran is becoming independent of oil revenues.

In 1954, annual oil revenue was about $34 million which
rose to $18,000 million in 1974 and $22,000 million at the
present time. Is the economy strong enough to absorb all

the oil revenue and spend it accurately? In order to answer
this question, we have to wait for the future, because it is
too early to judge about the economy as a whole. The reason

5
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is that although there is satisfactory annual growth rate

in the industrial sector (about 17 per cent per year), the

agricultural sector had a growth rate of only 3.6 per cent

per year in the period from 1962-72. As a result, its share

in the GDP fell from about 32 per cent to 16 per cent a year.

In the years 1973-76, the rate of growth of agricultural out-

put accelerated to 6 per cent but was still insufficient to

provide enough food for the people. Moreover, the impor-

tation of food and beverage has increased from $35.3 million

in 1967 to $1,581 million in 1976, which means that the

country is becoming more dependent on other nations in order

to feed the people (1, p. 240).

Source of Data

Unavailability and unreliability of data is a serious

problem for anybody who wishes to research and write about

the underdeveloped and developing countries. Most of the

authors of the books and papers about the Iranian economy

complain of lack of sufficient data. F. Fesharaki, the

Research Associate for Economic Affairs at the Institute

for International Political and Economic Studies in Tehran,

mentions "An important obstacle to research in developing

countries is the lack of data. Iran is no exception (2, p. ix)."

J. Amuzegar, Executive Director, International Monetary Fund

(IMF) and Iranian Ambassador-at-large, Principal Resident

Representative to the IMF and World Bank, points out,

Although statistical materials released andpublished by the Iranian government bureaus and
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agencies have been vastly expanded and improved
in scope and quality in recent years, the Iranian
economy is still far from an open book. Details
of data on many important economic indicators are
still unavailable; most of the available data are
not always presented in consecutive time frames or
comparable historical time series, and published
information on various aspects of the economy is
often uneven (1, p. xii).

In spite of unavailability of data, enough sources and

tables were gathered to write this thesis. The paper is mainly

based on some Persian scholars' writings about the Iranian

economy as well as some Western works. Most of the sources

have been in English and some in Persian.

Among the books which have been used to complete the

paper, the book Iran: An Economic Profile by Jahangir

Amuzegar, 1977, has been the most useful because the book con-

tains the most recent data and information about the Iranian

economy. Particularly, about some subjects such as Sixth

Plan, it was the only source.

Definition of Terms

In this study, abbreviations are defined the first time

the terms appear. For example, before using NIOC, National

Iranian Oil Company is used to show its abbreviation.

Additionally, in this study, "Iran" and "Persia" are

used synonymously. "Iranian" will be used as an adjective

and "Persian" as both "Iranian language" and as an adjective.

In exchange rates, 75 Rials (RLS) is taken as equal to

U.S. $1.
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Since the Iranian year begins on March 21st, sometimes

the Gregorian year is shown like 1962/63, which corresponds

with an. Iranian full year.

In addition, "Plan and Budget Organization" and "Plan

Organization" are used synonymously.
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CHAPTER II

SUMMARY OF OIL HISTORY IN IRAN

This part reviews Iranian oil history from 1872 to 1977.

It contains the most important and significant points which

describe the effect(s) of major events on the petroleum in-

dustry in Iran.

Searching for Oil

Iran in the 19th Century, like all other underdeveloped

countries, was economically poor and politically weak. The

rate of illiteracy was over 90 per cent, and the rural pop-

ulation constituted about 80 per cent of total population.

Two of the greatest and the most powerful nations at

that time, Great Britain and Czarist Russia, tried to pen-

etrate Iran, Russia from the north through the Caspian Sea

and Britain from the south through the Persian Gulf. Although

Iran has never been a colony of any country, in the 19th and

early 20th Century she was almost overtaken by those two

countries. The 1915 agreement between Britain and Russia

stated that half of Iran from the south would be governed by

Great Britain and the other half from the north by Russia.

In 1372, under those cricumstances, Baron Paul Julius

de Reuter, a British subject, was granted the first major

concession by the government to mine minerals. The concession

10
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was an exclusive privilege which included the whole country.

At that time the Baron was not searching particularly for oil.

He was in charge of the construction of railways and tram-

ways, canals and irrigation works, the exploitation of forests

and uncultivated lands and the operation of a bank and public

works. According to the concession, he was not allowed to

explore for gold, silver and precious stones. As it turned

out, this concession was never put into effect. Twenty years

later in 1891,

the French government sent out to Persia a large
scientific mission headed by Jacques de Morgan
to investigate geographical, archaeological and
linguistic matters. At the suggestion of the
governor of Kermanshah, relative of the Shah, geo-
logists were sent to investigate the oil seepage
at Chia Sorkh, ninety miles west of that city near
the Turkish frontier, their reports were favorable,
but . . . no one seems to have taken very much
notice (13, p. 12).

Iran had nothing to do with her oil until William Knox

D'Arcy, another Britain, stepped in and got a concession in

1901. "The Iranian government granted D'Arcy a 60-year con-

cession for exclusive rights to explore for, exploit and

export oil resources in Iran except those that might exist in

the five northern provinces (17, p. 178)." After two years,

during 1903-04, two wells were discovered, but the quantities

(25 barrels a day) were not sufficient to warrant commercial

production. However, in 1903 the first exploitation company

was registered by the D'Arcy group. "After several failures

and the absorption of most of his capital, when D'Arcy was

almost ready to abandon the enterprise, large quantities



of oil were finally discovered in 1908 near the seepage of

Masjid-i-Sulaiman (6, p. 41) . "

The D'Arcy concession included tax exemption and the
right to build oil pipelines. The Iranian government, in

return, was to receive $20,000 in cash, $20,000 in stocks,

a fixed annual sum of $1,800 in lieu of taxes, and 16 per
cent of the annual net profits. The area in which D'Arcy

explored for oil was about 500,000 square miles, an area
larger than France, Great Britain and Germany put together.

After oil was discovered in Masj id--ulman other foreign
interests started to negotiate with Iran about oil agreements*

Anglo-Persian Oil Company (APOC)

In 1909 (a year after the major oil discovery) the Anglo-
Persian Oil Company (APOC) was formed in London to take over
the operation of the concession (exploration, production and
refining).. The most important action taken by APOC was the
construction of the Abadan Refinery in 1913. The construction

of the Abadon Refinery can be considered as a turning point
in Iranian oil history, because it enabled Iran to export

refined oil in large quantities. The initial capacity of the
refinery was the production of 100,000 barrels and refining

80,000 barrels per day (8, p. 74). The Anglo-Persian Oil
Company continued its operation with success in the south
of Iran, but the company needed more capital to expand its
activities, so the British government provided the extra

funds.

12
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After the agreement with APOC in 1909, a considerable

dispute came up which consisted of two points. Although the

D'Arcy concession clearly specified that the Persian govern-

ment was to receive 16 per cent of the net profits, APOC

argued that since these subsidiaries were operating outside

Iran, then the government should not receive any benefit.

"The company also deducted from 16 per cent royalty in its

exclusively Iranian operations certain amounts each year as

payments for damages caused to its assets by local tribes

(1, p. 51).." The result was an agreement prepared by

Armithage Smith, in 1920, but never approved by the Iranian

parliament.

The 1933 Concession

The conflict between APOC and the Iranian government

continued until 1932 when the D'Arcy concession was canceled

by the Iranian government due to its various shortcomings,

A new concession was granted in April 1933 when APOC changed

its name to Anglo-Iranian Oil Company (AIOC). "The new

agreement assured a minimum royalty and a specific tax pay-

ment to the Iranian government. In return, the life of the

original concession was extended sixty years to terminate in

1993 (2, p. 17)." Furthermore, the agreement reduced the

concession area to 100,000 square miles from the original

600,000. In addition, the new agreement withdrew AIOC's

exclusive right to construct pipelines to the Persian Gulf.

As a result of the concession, the production of crude oil
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increased rapidly from 6.5 million long tons in 1932 to 10.2

million long tons in 1938 (3, p. 157). Also, a new refinery

was constructed at Kermanshah which could provide for domes-

tic demands. During World War II, production decreased to

6.6 million long tons because of shortages of tankers. It was

only a temporary disruption, and by the end of the war, pro-

duction had been increased by 155 per cent.

Tables II and III show crude oil production by AIOC and

the annual direct revenues from AIOC between 1912,-51.

TABLE II

CRUDE OIL PRODUCTION BY AIOC, 1912-51
(in 1000 long tons)

Year Production

1912
1913
1914
1915
1916
1917
1918
1919
1920
1921
1922
1923
1924
1925
1926
1927
1928
1929
1.930
1931

43
80
273
375
449
644
897

1, 106
1, 38 5
1,743
2,327
2,959
3, 714
4,334
4, 556
4,832
5,358
5,461
5, 929
5,750

% Increase

85
240
37
20
43
39
23
25
26
33
27
25
16

5
6
11
2
8
-3

Year Production

1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951

6,446
7,087
7,537
7,477
8,198

10 ,168
10 ,195

9 , 583
8,627
6,605
9,399
9,706
13, 274
16,839
190,190
20,195
24,871
26,807
31. 750
16,177

% Increase

12
10
6

-1
9

23
0
-6

-10
-23
42
3

37
27
14
5

23
8

18
-49

Sources: Longrigg, S. H., Oil in the Middle East,
London, 1968, pp. 20 ff.; Ministryof Indu'stry and Mines,
Industry of Mines Statistical Yearbook 1958, Tehran, 1959,
p. 50.
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TABLE III

ANNUAL DIRECT REVENUES FROM AIOC, 1912-51
(million dollars)

Year Payment Year Payment

1912-18 2.26 1935 3.37
1919 0.76 1936 4.38
1920 1.00 1937 9.43
1921 1.00 1938 5.62
1922 0.90 1939 4.70
1923 0.70 1940 6.80
1924 1.41 1941 6.80
1925 1.78 1942 6.80
1926 2.38 1943 6.80
1927 0.85 1944 7.58
1928 0.90 1945 9.55
1929 2.44 1946 12.12
1930 2.19 1947 12.07
1931 2.27 1948 15.58
1932 2.60 1949 22.93
1933 3.07 1950 27.25
1934 3.27 1951 14.11

Sources: Longrigg, S. H., Oil in the Middle East,
London, 1968, pp. 22 ff.; Ministry of Industry and Mines,
Indus and Mines Statistical Yearbook 1958, Tehran, 1959,
p. 50.

During the D'Arcy's concession (1910-1933), the Iranian

government exported 418 million barrels and received $71 million

(just 17 cents per barrel). During the period of the 1933

agreement (1933-1951) the export of crude oil amounted to

$1,753 million barrels and the revenue gained was $400 million,

or 23 cents per barrel (4, p. 5).
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Oil Nationalization and NIOC

The prolonged conflicts between AIOC and the Iranian

government and problems created by Russia after World War II

resulted in an oil nationalization on April 28, 1951 (6, p. 41).

The oil nationalization was one of the most remarkable

events in Iranian oil history because its implications were

so important. Firstly, it cancelled the 1933 concession.

As indicated above, the concession was a continuation of the

D'Arcy agreement signed "at a time when the government of

Qajars did not realize what was being taken from it and what

it was given (1, p. 51)." The 1933 concession raised oil

revenues in favor of Iran, but they were still much less than

Iranians expected. However, oil nationalization and resulting

industrialization enabled Iran to earn more income by exporting

both crude and refined oil. After the oil industrialization

in 1951 the price of each exported barrel of oil increased

to 80.4 cents in 1964 (5, p. 33). Secondly,.relative to

the period of pre-nrationalization, the Iranian government

obtained more strength to manage the operations of exploration,

production, and refinement. Thirdly, Iran could begin to

negotiate with other foreign countries' companies interested

in making agreements about her oil.

Nationalization was based on four principles.

First, any foreign groups interested in the
Iranian oil industry could only work as agents for
or in partnership with Iran. Second, any companies
interested in the Iranian resources were expected
to show faith by prospecting at their own risk.
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and expense. Third, any oil found in commercial
quantities would be produced with Iran partic-
ipating both financially and managerially, and
would in no way be or become the exclusive monop-
oly of any company. And fourth, there would no
longer be a 50/50 split in revenues which would
be inconsistent with the spirit of nationalization
(2, p. 24).

To do these functions and take care of any operation and

negotiation, the National Iranian Oil Company (NIOC) was

formed in 1951. Since 1951, NIOC has been the sole owner

of Iran's oil reserves and assets. Any affair relating to

oil is performed under NIOC's jurisdiction.

It is understandable that the nationalization stirred up

a dispute between the Iranian government and AIOC; this

resulted in a standstill in the production and refinement of

oil for three years (1951-54). The o$l production was 350

barrels per day in 1951 which declined to 28 barrels per day

in 1952 and 27 barrels per day in 195$ (11, p. 24).

The 1954 Agreement and Consortium

In August 1954 a new era was iniated in Iranian oil

history. The three-year old Anglo-Iranian dispute was

finally terminated and a new agreement was signed between

NIOC and an international consortium which contained several

major and some independent oil companies. AIOC accepted the

principle of nationalization, changed its name to British

Petroleum Company and became one of the consortium members.

The shares of each member company were the British Petro-

leum Company (ex AIOC) 40 per cent; five U.S. firms with
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8 per cent each (Gulf, Socony, Standard Oil of California,

Standard Oil of New Jersey, and Texaco), 40 per cent; Royal

Dutch/Shell, 14 per cent; and Compagnie Francaiso des Petroles,

6 per cent (12, p. 94).

"British Petroleum was compensated for nationalization of

its assets by the sum of 25 million pounds sterling, to be

paid in ten yearly installments by the Iranian government

(1, p. 57) ." The life of the new agreement was 25 years,

renewable for another fifteen years, and the area covered

was about 100,000 square miles. In order to operate the

Iranian Oil industry on behalf of NIOC the agreement created

two companies, Iranian Oil Exploration Company and Oil Pro-

ducing Company, based on a 50/50 profit sharing formula.

As indicated, the nationalization of oil raised Iran's

revenues from oil. In 1953, the first full year before

nationalization, Iran exported 29.3 million tons of oil and

received the sum of $42 million; in 1955, the first full year

following nationalization, exports amounted to 16 million

tons, for which Iran received $140 million (10, p. 154).

Petroleum Act and New Agreements

In 1957, the Iranian parliament (Maglis) passed a law

known as the Petroleum Act. Two main causes led to the passage

of the Act. First, even though the new agreement was a great

step forward, the 50/50 profit sharing formula was still far

from satisfying and NIOC was looking for opportunities to

make more beneficial agreements. Second, Iran had several
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undeveloped oilfields outside the consortium area. The

Petroleum Act, which was actually the NIOC's Constitution,

resulted in new and more profitable agreements. The first

agreement after passing the Petroleum Act was signed bet-

ween NIOC and Agip Minerania Company to form a new joint

company to be known as the Societe Irano-Italiane des Petroles.

Following this agreement, a new agreement was signed with

Standard Oil of Indiana in 1958, and a new joint company,

Iran Pan American Oil Company (IPAC). These agreements were

based on "seventy-five/twenty-five" profit sharing formula in

favor of Iran which was a real success for Iran (9, p. 185).

A new agreement was concluded in 1966 between NIOC and the

European Group of Oil Companies (EGOCO).

In 1971, three new agreements were signed with indepen-

dent Japanese and American companies - Iran Nippon Petroleum

Company (INPECO) and Amerade Hers Company which together with

NIOC established Bushehr Oil Company (BUSHCO). Also, Hormoz

Petroleum Company (HOPECO) was jointly formed by the American

Mobil Oil Company and NIOC. There were two new companies -

Lauan Petroleum Company (LAPCO) and Iranian Marine Inter-

national Oil Company (IMINCO) which together with IPAC and

STRIP had successfully reached the stage of commercial

exploitation by 1957. Altogether, between 1957 and 1957,

NIOC concluded 20 separate joint venture and service agree-

ments with 34 foreign oil companies from nine various

countries (1, pp. 55-58).
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Between 1954 and 1973 (consortium agreement period),

NIOC produced 12,900 million barrels which brought in revenues

of $12,871 million to the Iranian government, an average of

one dollar per barrel (5, p. 37).

Organization of Petroleum Exporting Countries

The Organization of Petroleum Exporting Countries (OPEC)

was one of the most important factors in increasing oil prices

in late 1973 and 1974. This section will review OPEC's his-

tory and role in determining oil prices.

In September of 1960, the Organization of Petroleum

Exporting Countries (OPEC) was formed. The initial members of

OPEC were Iran, Iraq, Kuwait, Saudi Arabia, and Venezuela.

The purpose of OPEC was "to arrest the falling trend of oil

prices (6, p. 96)." After OPEC was formed some other oil

exporting countries joined. Now OPEC consists of 13 coun-

tries - Iraq, Equador, Venezuela, Kuwait, Saudi Arabia, Ahu

Dhabi, Libya, Nigeria, Algeria, Gabon, Andonesia, Qatar and

Iran. These countries possess 65 per cent of the world's

proved oil reserves (5, p. 34).

In recent years, OPEC has played a very important and

effective role in determining oil prices and even the prices

of other energy resources. In 1970 "for the first time in

history the international oil industry was witnessing a sudden

transformation of the buyer market into a seller market, with

energy supplies showing signs of becoming scarce (6, p. 110)."

Indeed, until that time there was not a strong seller market
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for oil products. But since 1970, OPEC has been recognized

as a very powerful international cartel in selling oil.

1973 and Absolute Independence

In July, 1973 a new law named the New Petroleum Act was

passed by the Iranian government in which the functions of

NIOC were carefully described. The new act replaced the

former Petroleum Act of 1957. According to the new act, Iran

was completely free to negotiate and make agreements with any

company. Actually, the Iranian oil industry's independence

was guaranteed by the passage of the new law. In addition,

after 1973, OPEC's strength in making decisions caused oil

prices to increase.

In 1974, Iran's oil revenues reached about $20 billion,

which was more than the total oil revenues during the first

61 years of oil operations. This brought the price of oil to

about $10 per barrel. Table IV shows the gradual increase in

oil price since D'Arcy's concession.
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TABLE IV

IRAN'S REVENUE FROM EACH BARREL OF EXPORTED OIL*
(dollars)

1. D'Arcy's Concession 1912-1932 0.17**
2. 1933 Agreement 1933-1951 0.23
3. 1963 0.77
4. 1964 0.80
5. November 1970 0.87
6. November 1970 1.00
7. February 1971 1.25
8. June 1971 1.36
9. January 1972 1.42

10. October 1973 3.09
11. January 1974 9.32
12. June 1974 9.57
13. July 1974 9.61
14. October 1974 9.81
15. November 1974 10.22
16. January 1975 10.23
17. October 1976 11.12
18. January 1977 12.13

*These figures have not been adjusted for inflation.
**These figures have been rounded-off.

Source: Farid, Abolfazl, The Iranian Oil Concession
and Its Various Aspects, Tehran, Public Relations of NIOC,
1977, p. 33.

Table V shows the number of barrels of oil exported and

the revenues in three different periods.
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TABLE V

NUMBER OF BARRELS OF OIL EXPORTED AND REVENUES
IN THREE DIFFERENT PERIODS."

Post Post Absolute
Nationalization Nationalization Independence

Years 1911-1951 1952-1972 1973-1975

Number of
Years .40 20 2

Total Oil
Exported
(Barrels) 2.5 billion 11.5 billion 5.9 billion

Iran's
Revenue $479 million $ll,748 million $42,500 million

Oil Revenue
per Barrel $0.19 $1.02 $7.20

Percentage
of Profit
Sharing 20-80 50-50 98-2

75-25
90-10

Source: Mina, Parviz, The Position of the Iranian OilIndustry during the Pahlavi Dynas ,Teri Pub-lic Relationsof N IOC,1975,p.12.

In 1957, oil output was 720 thousand barrels per day,
while in 1976, that figure rose to 6.5 million and oil rev-

enues increased 100 fold from $200 million to over $20 billion
per year during that period.

At the present time, Iran possesses 10 per cent of the
world's proved oil reserves, over 17 per cent of the Middle
East's oil reserves and 14.5 per cent of OPEC countries' oil
reserves. Furthermore, Iran's share of the world's oil pro-

duction is over 27 per cent, and its share of OPEC's oil



production is 19 per cent. Iran is the second largest oil
producer in the Middle East, after Saudi Arabia and the
fourth largest in the world, after Russia, Saudi Arabia, and
the U.S.A., respectively (8, p. 52).

TABLE VI

COMPARISON OF PRODUCTION AND INCOME

PRODUCTION INCOME INCOMEIOD(BarrelMillion PER BARREL

D'Arcy's Concession 366 63 $ .17(1912-1932)

1933 Agreement 1,767 406 .23(1933-1950)

Consortium Agreement 12,900 12,871 100(1954-1973)

Absolute Independence 5,783 54.662 9.50(1974-1976)

Source: Farid, Abolfazl,3The Iranian Oil Concession andIts Vaius Asects, 97 .3~

Table VI shows Iranian oil revenue and production in four
separate periods since 1912.
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CHAPTER III

ECONOMIC DEVELOPMENT PLANS

This chapter deals with Iran's plans for economic devel-
opment to show the impact of oil revenues on the economic
plans and on the economy as a whole.

Since World War II Iran has been trying to develop her
economy by a planning strategy. The economic nature of Iran
is mixed, meaning that she benefits from both public and
private sectors. There is a large difference between a
"planned economy" and a "mixed economy."

In a planned economy all economic activities are already
planned and organized by the government or an organization in
charge of the planning for various sectors of the economy (for
example, Gos Plan in the Soviet Union). Those sectors and
subsectors must obey the government's plans with no effective
objections. Production--and sometimes consumption--is already

determined.

In a mixed economy both public and private sectors are
involved in economic activities. In the public sector economic
activities are usually planned, but private sectors are only
guided by governmental planning. In other words, development
planning in a mixed economy is "prescriptive" for the public
sector, but only "indicative " for the private sector. Iran's
economy is this type of mixed economy.
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From the viewpoint of Iran's fiscal policy, the oil

revenue affects the economy in two different ways. First,

it provides a source of income for the usual governmental

functions, and second, it is the single largest source of
income for the Plan Organization to implement various plans

for economic development.

To analyze the significance of the oil revenue on Plan

Organization, designed to accomplish various developmental

projects, we consider five plans which have previously been

performed under the control of Plan Organization. The

Sixth Plan which started recently will be summarized briefly.

The First Plan (1949-1955)

Modern economic planning in Iran dates back as early as
1947, when an American consulting firm, Morrison Knudson

International, was commissioned by the Iranian government and,
after a six month study, submitted an overall economic devel-
opment plan. In 1948 the plan was reviewed by a supreme

planning board, presented to Parliament, and was subsequently

approved by 1949 (4, p. 26). Under the new law, Plan Or-
ganization was formed to take the responsibility of making and
performing the developmental plans.

The First Development Plan, stretching over seven years

from 1949 to 1955, gave priority to irrigation and agriculture,

followed by industry and mining, and transportation and com-
muncations. Total expenditure of the plan was approximately

$656 million. This was funded from two main sources, oil
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revenues (over 37 per cent) and loans (both local 21.4 per

cent and foreign 31.9 per cent). In Table VII the share of

each sector is shown.

TABLE VII

PROJECTED REVENUES AND EXPENDITURES OF THE FIRST
SEVEN-YEAR PLAN, 1949-55

(million dollars)

Revenues and Expenditures
Per Cent

Amount of
Total

Revenues:

Oil Revenue- # -- - 104.00 37.1
Sale of Government Property . . . . 13.33 4*8Private Participation . . . . . . . 13.34 4.8Bank Melli Iran Loan . - . . . . . 60.00 21.4World Bank Loan- - - -. - . . 89.33 31.9

Total . . - - . . . . . . . . 280.00 100.00

Expenditures:

Agriculture ... .70.56 25.0Roads, Railroads, Ports and
Airports . . . - - - - . - . . . 66.56 23.8Industry and Mines . . . - - . . . 39.00 14.3Oil Industry -. .13.-22

Communications . . . . . . . . . . 10.60 3.6Social Projects - 0 
. .00 285

Total - - .
- - . . . . . 280.00 100.0

Source: Plan Organization, Review of the Second Seven-earDeveloment Plan (Tehran: Bureau of Information andand Public Relations, 1964), p. 4.

As indicated in the table, heavy emphasis was placed on

oil as the largest contributing sector to the First Plan.

This emphasis on oil revenues brought the plan to a standstill
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in 1951, when oil nationalization brought about a curtailment

of oil operations and incoming revenues. This lasted three

years, from 1951 to 1954. As a result, there was a discon-

tinuity in the First Plan operation until the consortium

agreement was signed and oil revenues flowed again. Because

of the discontinuity, only about 16 per cent of the planned

projects were executed. In some areas development was

remarkable. For example, production of refined sugar in-

creased 292 per cent during the seven-year period, largely

due to the completion of two sugar refineries in 1951.

Cement production increased 300 per cent because a new plant

was opened in 1955. The tobacco and match industries in-

creased output during this period by 24 per cent and 12 per

cent respectively (10,, p. 10). In some industries progress

was less than planned: for instance

the output of cotton and woolen textiles did not
change substantially over the period of Plan I;
in the glass and soap industries there were in-
creases in production from 3.5 to 4.0 tons and
5 to 15 tons respectively (10, p. 10).

The Iranian oil crisis affected the plan by reducing

the funds allocated for industry and mining by over two-

thirds from $166 million to $50 million. Actually, the

anticipated investment expenditure was $276 million reduced

to $68 million, because of a financial crisis. In sum, the

First Plan could not achieve its original projections. The

planners presented another plan.
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The Second Plan (1955-1962)

The Second Plan, like the first one, was a seven-year

project from 1955 to 1962. This plan contained more targets

and priorities, making it more sophisticated than the First

Plan. Its total outlay was projected to be $9.33 million; this

was later raised by 20 per cent to $1,120 million. The Second

Plan was to be financed mainly by oil revenues. At the

beginning, 60 per cent of total oil revenue was to be devoted

to development under the plan, and this later was raised to

70-80 per cent (1, p. 162). The non-oil sources of funds

were domestic and international loans and credit. In com-

parison with the First Plan, the Second Plan was to use a

larger share of oil revenues, increasing from 37 per cent in

the First Plan to 75 per cent in the second one. Table VIII

shows the revised Second Plan revenues and expenditures.
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TABLE VIII

REVISED SECOND PLAN REVENUES AND EXPENDITURES
(in million dollars)

Actual Estimated Total
.Ependiture1955-58 1959-62 EstimatedAgriculture and

Irrigation 104.00 148.00 252.00 21Communications and
Transportation 160.00 245.33 405.33 35Industry and Mines 64.00 26.67 69.33 8Social Affairs 60.00 84.66 156.00 14Regional Development 44.00 118.67 162.67 14New Programmes* - 113.33 113.33 1Unclassified 2.66 -3 2.6 -

Non-Programme
Expenditure 21.34 60.00 81.34

TOTAL EXPENDITURE 456.00 706.66 1,162.66 100

Revenue
Share of Oil Revenues 304.00 573.33 877.33 75Foreign Loans 122.66 _162.67 285.33 25
TOTAL REVENUE 462.66 736.00 1,162.66 100

*Includes manpower planning, rural development and prepa-ration for the Third Plan; foreign loans used for second halfof plan.

Source: Plan Organization, Division of Economic Affairs,Review of Second Seven Year Plan Pro of Iran, Tehran, 1960,pp. 78

Table VIII shows that priority in the Second Plan was
given to transportation and communication, followed by agri-

culture and irrigation and industries. In the Second Plan,

large infrastructure projects received heavy emphasis, such

as three large dam projects (Dez, Sefid Rud, and Karaj), roads
(5500 kilometers of highways), and communication facilities.

A developed infrastructure was necessary for large scale in-

dustries to operate efficiently.



32

As indicated above, the First Plan was interrupted by

the oil crisis; therefore, some projects under the plan could

not be completed. Consequently, about a quarter of expenditures

under the second plan were to be used to meet commitments

carried over from prior years (1, p. 162).

Although industry and mining received only 7 per cent of

the total expenditures, they developed rapidly by private sec-

tor investment. The industrial projects included the production

of textile, cement, sugar, bricks, pasteurized milk, rubber

goods, leather goods, ceramics, detergents, plastic articles,

radios, television receivers, and oil heaters.

Several indicators show the growth of the
industrial sector during the second plan: the
number of industrial enterprises increased from
about 45,000 in 1957 to nearly 70,000 in 1960;
industrial fuel oil sales doubled in the same pe-riod; the industrial labor force expanded by nearly
20 per cent. The gross value of manufacturing out-put rose almost 20 per cent from the beginning ofthe plan to 1962 (10, p. 13).

The supplies of credit for investment in industry and

mining, other than oil revenues and international loans, were

provided by some domestic banks, such as the Bank of Melli

and the Industrial and Mining Development Bank of Iran (IMDBI).

These funds originated in the revaluation ofthe gold reserve of the Bank of Melli, the govern-ment's foreign exchange and reserve bank, which helda total of $45 million, and the devaluation of theIranian Rial from 35 to 75 to the dollar in 1957
(6, p. 79).

Consequently, $90 million worth of available loans

went into industrial investment which developed industries

in large quantities.
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The annual textile-producing capacity of
the country (both public and private) was raised
from 60 million meters in 1955 to 416 million
meters in 1962. The cement producing capacity
was increased from 82,000 to 1.2 million tons, and
the capacity to produce sugar from 85,000 to 216,000
tons a year during the same period (2, pp. 44-45).

In social services, certain diseases were controlled such

as malaria, smallpox, diphtheria, and whooping cough, and

certain basic utilities such as potable water, environmental

sanitation and electricity were provided for about 270 cities

and towns.

Unlike the First Plan, interrupted by the oil crisis, the

Second Plan was not interrupted; but like the first one, some

problems set in. An unfavorable balance of payments coupled

with severe inflation forced a reduction in the scope of the

development plan. Oil's share in the plan's expenditures

decreased from 80 per cent to 60 per cent, and later to 55

per cent of total oil revenue.

As comprehensive programs which cover every aspect of

economic development, the first two plans could hardly be

called development plans in the technical sense of the term

(9, p. vi). The First and Second Plans were not satisfactory

because of a lack of experience, adequate statistics, skilled

personnel, and cooperation among the agencies involved. In

addition, "they were more in the nature of financial allocation,

without precise clarification regarding the strategy underlying

the expenditures (3, p. 65)." However, the Third Plan became

the first comprehensive plan.



The Third Plan (1962-1968)

Unlike the two previous plans, which were seven-year

programs, the period of the Third Plan was five years. Later
it was extended to five and a half years from September, 1962
to March, 1968. Total expenditures of the Third Plan were

originally projected to be $2.66 billion, but later it was
revised to $3,093 million for the public sector and $2.1
billion for the private sector.

Like the First and Second Plans, which were mainly fi-
nanced by oil revenues, the main financial source of the Third
Plan was oil revenues. Petroleum revenues' share in the plan
started at 55 per cent of the total in the first year and

became 80 per cent during the last year. That is, their share
increased 5 per cent annually. This is demonstrated in Table IX.

TABLE IX

OIL REVENUES ALLOCATION TO THE THIRD PLAN 1962-1968
(million dollars)

Government Te~
Oil Revenues Plan'sShare Per Cent

1962-63 $464 $245 55%1963-64 645 387%
1964-65 726 472 65%1965-66 732 511 70%1966-67 820 615 75%1967-68 920 714 80%

Source: Iran facts and figures on oil industry in Iran(Tehran: ministry of Information, 1970),, p. 35.

The increase in oil revenues was responsible for revising
the plan. Actually, 66.1 per cent of total expenditures was
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financed by oil income, followed by domestic financing (18.8

per cent totally, 12.9 per cent domestic borrowing and 5.9 per

cent treasury securities) and foreign borrowing (9 per cent).

Table X details the sources and uses of development funds of

the Third Plan.

TABLE X

SOURCES AND USES OF DEVELOPMENT FUNDS
DURING THE THIRD PLAN, 1963-67

(million dollars)

Amount Per Cent

Sources:
Oil Revenues 1,932.00 62.5
Oil (Bonus) 112.00 3.6
Treasury Securities 184.00 5.9
Domestic Borrowing 400.00 12.9
Foreign Borrowing 277.33 9.0
Other 188.00 6.1

TOTAL 3,093.33 100.0

Uses:
Development Expenditures 2,728.00 88.2
Repayment of Domestic Loans 17.33 0.6
Repayment of Foreign Loans 116.00 3.7
Interest on Treasury. Securities

and Domestic Loans 50.67 1.6
Interest on Foreign Loans 73.33 2.4
Administrative Expenditures 44.00 1.4
Other 64.00 2.1

TOTAL 3,093.33 100.0

Source: Plan Organization, Eport on the Performance of
the Third Development Plan (Tehran,, 1968, Table 9, pp. 22, in
Persian.

The table implies that development expenditures absorbed

the highest rate of spending (88.2 per cent). These were

concentrated mainly in 10 sectors shown in Table XI.
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The Third Plan's general objectives were to "(1) achieve

a GNP annual growth rate of 6 per cent; (2) create optimum

employment opportunities; and (3) accomplish better distri-

bution income through implementation of social and economic

reforms, particularly in agriculture (8, p. 26)." As far as

the GNP per capita is concerned, the Third Plan exceeded its

target. During the period of the plan the GNP per capita

increased at an annual rate of 6.5 per cent from $195 to $269

per year. In addition, the growth of GNP in real terms amounted

to 8.8 per cent per year (1, p. 164).

TABLE XI

PLANNED AND ACTUAL OUTLAYS OF FUNDS UNDER THE
THIRD PLAN BY SECTORS

(million dollars)

Actual.,
Planned Allocation Disbursement

Sector Amount % Amount % Amount
Agriculture 600.00 22.5 638.66 21.5 630.66 23.1Industry and Mines 292.00 10.9 364.00 12.3 228.00 8.4
Power and Fuel 360.00 13.5 468.00 15.8 426.66 15.6
Transport and
Communication 666.66 25.0 760.00 25.6 717.34 26.3Education 238.66 9.0 234.66 7.9 230.66 8.5Health 158.34 7.0 177.34 6.0 176.00 6.5

Manpower 106.66 4.0 28.66 1.3 37.34 1.4
Municipal
Development 106.66 4.0 97.34 3.3 96.00 3.5Statistics 10.66 0.4 21.33 0.7 20.00 0.7

Housing and
Construction 100.00 3.7 165.33 5.6 162.66 6.0
TOTAL 2,600.00 100.0 2,965.33 100.0 2,728.00 100.0

*Total includes $3 million paid to the Ministry ofFinance on account of continuing development projects.

Source: Plan Organization, Outline of the Third Plan
1962-1968, p. 72, and Report on the Performance of the Third
Development Plan, p. 23.



Four major points are implied from Table XI.

(I) As in the Second Plan, transportation and communication

received priority. This sector was allocated 25 per cent of
total expenditures. Consequently roads expanded, tramways

were constructed, airports developed and news media advanced.

Road building programs received substantial assistance from
the International Bank for Reconstruction and Development

(2, p. 50).

(2) The next priority was given to agriculture, whose

final success was less than planned. According to the plan
annual agricultural growth was to rise 4 per cent, but the

actual growth showed only 3 per cent. This was due to one

extremely hard winter, fatal to livestock, a severe drought

during the first three years of the plan, and a decline in

the necessary private investment (3, p. 48).

(3) Power and fuel received the third priority. During

the Second Plan, installation of hydroelectric systems for
three dams, Dez, Karaj, and Sefid Rud, lagged behind schedule.

The total capacity installed through the country by the end

of the Second Plan amounted to 400 megawatts. What was clearly
lacking was an effective organization in the electric power

industry. To fill this vacuum, the Iranian Electricity Au-

thority was created. Then in 1964, a completely new ministry,

the Ministry of Water and Power (now Ministry of Energy) was
formed. Subsequently, ten regional companies plus the Iranian

Power Generation and Transmission Company (TAVANIR) were

established. One of the major steps taken during the Third
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Plan was the nationalization of a large number of private

power companies. The total installed capacity at the end

of the Third Plan reached 1,559 megawatts. Generation of

electricity, which at the beginning of the plan was at an

annual rate of 2.3 billion kilowatt hours, climbed to 4,133

billion KWH by the end of the plan (1, p. 102).

(4) 10.9 per cent of the total spending was projected

for industry and mines. During the plan the industrial sec-

tor's growth was 12.7 per cent per annum. The Third Plan

achieved a notable acceleration of large industrial projects

(aluminum and steel, petrochemicals, automobile assembly).

In spite of a rapid growth in industry, in the early years

of the plan's period, Iran was still suffering from lack of

steel mill factories. In 1964, an agreement was signed between

Iran and Russia. The agreement allowed the Soviet Union to

install a steel mill factory near Esfahan, a metallurgical

and machine-tool factory in Arak and various other projects

including the construction of dams on the Aras and Atrek

Rivers which border the two nations. The value of the steel

mill project was about $226 million .for a 500,000 ton integrated

steel mill. In return, Iran would supply the Soviet Union with

natural gas via a newly constructed 40 inch diameter pipeline

800 miles in length from southern Iran to the Soviet border

at Astara (10, p. 27). Before this agreement, Iran had not

exported her natural gas.

Table XII demonstrates the share of various industrial

sectors in the Third Plan.
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TABLE XII

APPROVED THIRD PLAN ALLOCATIONS FOR INDUSTRY AND MINES
(million dollars)

Allocation 
Amount Per Cent

Technical assistance to private
investors 

7.42 2.0Investment in existing government
plants 27.92 7.7riTechnical assistance to private
investors in mines 3.70 1.0Investment in new government mines 5.30 1.5Investment in new government industries 252.62 69.3Long-term credits for private investors 67.30 18.5

TOTAL 364.26 100.0

Source: Plan Organization, Report on the Performance ofthe Third Development Plan, p. 82.T ~-~

The largest share of the industrial allocation in Table

XII has gone to new industrial enterprises. In this sector,

there have been some joint-venture agreements:

the first with Allied Chemical on a 50/50 basisto manufacture ammonia, Ura, sulfa, phosphoricacid, and diammonium phosphate, mostly for export;the second partnership agreement is with B. F.Goodrich on a 74/26 basis for the production ofpolyvinyl chloride (PVC), detergents and causticsoda, aimed for domestic consumption; the third iswith AMOCO International (an affiliate of StandardOil of India) on a 50/50 basis for the manufactureof liquified. petroleum gas and sulfur for export(2, p. 48).

In the industrial sector about 80 per cent of all private
loans were channeled through the Industrial Mining and De-
velopment Bank of Iran (MDBI) and the Industrial Credit Bank.

On the whole, the Third Plan was a successful program.

Total investment for the period amounted to about$5.7 billion or an average annual rate of about
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18 per cent of GNP (in 1965 prices) with the
highest rate of about 20 per cent in 1967 of
this total gross investment, some $2.5 billion
(43 per cent) was public and $3.2 billion (57
per cent) was private (2, p. 50).

During the Third Plan, the Iranians did not suffer from

the inflation experienced under the Second Plan. The reasons

for this are .(5, p. 89): first, private consumption expen-

ditures, which were allowed to grow faster than under the

second plan, were met by increased production from the pri-

vately owned consumer goods industries; second, many of the

long-gestation second plan projects began to pay dividends

in the Third Plan; and third, the oil revenues, either

through bonus payments or the revision of royalty, production,

or taxation terms, were sufficient to meet the growing import

bill. The real income of individuals grew steadily and little

of the increase was absorbed by taxation.

The Fourth Plan (1968-1973)

The Fourth Economic Development Plan covered the years

from March 1968 to March 1973. It called for a total invest-

ment of $10.8 billion, of which 55 per cent was implemented

by the public sector and the remaining 45 per cent by the

private sector.

The major objectives of the plan were

(1) acceleration of economic growth and national
income by placing the highest priority on indus-
trial development; (2) movement toward economic
self-sufficiency by increasing agricultural and
consumer goods production; (3) utilization of nat-ural gas for domestic consumption as well as export;
(4) distribution of income on a more equitable



basis by creating employment; (5) narrowing the gapbetween rural and urban levels of living, and rapidexpansion of power supply both for industry andagriculture; (6) export diversification to reducethe overwhelming dependence on oil revenue; and(7) modernization of production and managementtechniques (7, p. 50) .

As in previous plans, the major source of financing was
oil revenues; they provided 63.1 per cent of total expen-

ditures. A new source of money to finance this plan was gas
and petrochemical revenues which indirectly came from oil.
Table XIII details the sources and uses of funds of the Fourth
Plan.

TABLE XIII

SOURCES AND USES OF FUNDS OF PLAN ORGANIZATION
DURING THE FOURTH PLAN PERIOD

(million dollars)

Amount Per Cent

Sources:
oil Income
Foreign borrowing
Income from gas and petrochemicals
Domestic borrowing
Other

TOTAL

Uses:
New development projects
Third Plan projects
Gas transmission
Foreign debt repayment
Domestic debt repayment
Administrative and other

385 63.1

150 24.6
21 3.4
50 8.2

610 100.0

480
45
5

47
474.z7.7

78.7
7.4
0.8
7e,7

TOTAL 610 100.0
Source: Plan Organization, Fourth National DevelopmentPlan 1968-1972 (Tehran, 1968), p 2
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During the plan period, Iran expected to receive $6.5
billion from the oil sector, of which 80 per cent was allo-
cated to the Plan Organization and the remaining 20 per cent

was absorbed by the government for routine public expenditures.

The share of oil revenues constituted more than 80 per cent

of the planned development expenditures of the Plan Organ-

ization (2, p. 52). Table XIV shows the allocation of

expenditures by sectors during the plan period,
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TABLE XIV

DEVELOPMENT DISBURSEMENTS OF THE PLAN
ORGANIZATION FOR THE FOURTH PLAN

(million dollars)

Estimated
Exienditure

Agriculture 622.66

Industries/
Mining 1,541.34

Oil/Gas 822.66

Water 604.00

Electricity 562.66

Transpor t/Com-
munications 1,124.00

Telecom-
munications 620.00

Rural
Development 137.34

Urban
Development 121.34

Housing
Construction 573.33

Education 253.33

Culture e 20.00.

Tourism 46.67

Heal th/
Sanitation 290.33

Social
Welfare 76.00

Statistics/
Research 24.00

Regional
Development 34.67

TOTAL 7,393.33

Sector as % Actual
of Total Eend iture

9 549.33

21

11

8

8

15

8

2

2

8

3

3

I

100

1,508.0-0

764.00

560.00

502.67

952.00

516.00

130.66

110 .66

554.66

236.00

18.66

44.00

189 .34

68.00

22.66

30.66

6,757.30
*Less than 1%

Actual as %
of Estimate

88.2

97.8

92.9

92.7

89.3

84.7

83.2

95.1

91. 2

96.7

93.2

93.3

9 4 . 3

90.4

89.5

94.4

88.5

91.4

Source: Central Bank of Iran, Annual Reports, 1971.



Unlike the three previous plans, which gave priority to

agriculture or communication, in the Fourth Plan the industrial

sector received priority with 21 per cent of total expen-

ditures. Actually, the industrial sector achieved a new

growth rate. This sector was expected to grow at an annual

rate of 13 per cent, but it increased 13.8 per cent per annum.
According to the report of the Central Bank of Iran, invest-
ment in industry and mining amounted to $3,906 million during

the Fourth Plan which represents an annual average growth rate
of 14.5 per cent. The Esfahan Steel Mill Factory, initiated

in the Third Plan, was completed during the fourth Plan. Some
other large industrial projects completed during the plan's

period are the Polling Mills plant in Ahvaz, the Arak and

Tabriz metal plant, three petrochemical projects on the

Persian Gulf, the Andimesk aluminum, and tractor assembly

plant in Tabriz. During the Fourth Plan, several new indus-

trial projects were established; some examples are: Electric
Fan Manufacturing Company in Rasht (output 120,000 units/
year), the Electric Meters Manufacturing Company in Gazvin

(200,000 units/year), the Electronics Components Factory in
Tehran (200,000 lamps a year), Iran Compressor Company at
Qazuin (200,000 compressors yearly), and the Communications

Electric Company (10, p. 18).

The role of the Industrial Mining and Development Bank
of Iran (IMDBI) in the Fourth Plan was much more important

than in the previous plan. It participated in 44 industrial
projects in the Fourth Plan compared to 16 in the Third Plan.

44
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Unlike industry, which was very successful during the

plan, agriculture did not succeed as well as was expected.

The share of this sector from total expenditures was 9 per

cent, of which 88 per cent was utilized. The agriculture

sector advanced at an annual rate of growth of about 4 per

cent, while its planned target was 4.5 per cent. The Agri-

culture Development Fund (now a bank) and the Pastures

Development Fund were established in order to accelerate

the institutionalization of agriculture.

During the plan period, two machine plants in Arak and

Tabriz were erected and four more large dams in Esfahan,

Shiraz, Aras, and Gorgan, which fulfilled the triple functions

of water supply, irrigation, and production of hydroelectric

energy were completed. The plan more than doubled power

production, including installation of larger generators

under the new dams in order to reach 8,000 million mega-

watts (3, p. 79).

Amuzegar shows:

During the Fourth Plan, all the 5,700 kilometers
of unfinished roads remaining from the previous
plan were completed; 2,610 kilometers of new asphalt
roads were constructed, and another 1,860 kilo-
meters of existing roads asphalted. In addition,
some 5,500 kilometers of new feeder roads--a little
over half the target--were placed under construction.
A total of 825 kilometers of new primary and secon-
dary rail lines were installed (1, p. 166).

In February of 1971 the National Iranian Oil Company (NIOC)

succeeded in increasing its annual oil revenues over $1 billion

for the remaining two years of the Fourth Plan, thereby



46

eliminating the most important uncertainties in the plan's

performance.

One of the reasons which caused the Plan Organization to

pay so much attention to industry in the Tourth 'Plan was to

reduce the nation's reliance on oil revenues. That is the

logic behind the industrial emphasis during the plan period.

The Fifth Plan (1973-1978)

The Iranian government, encouraged by the successes of

the Fourth Plan, started the Fifth Plan which covered the

years 1973 to 1978. The original expenditures of the plan were

projected to be $36.4 billion, of which. $22.9 billion went to

the public sector and $13.5 billion to the private sector.

As indicated in the Second Chapter, in late 1973-74 oil

revenues increased tremendously. Consequently, a revision

in all sectors of the Fifth Plan was necessary to absorb the

new incoming oil revenues. The total expenditures of the plan

were raised to $69.5 billion ($46.1 billion in the public

sector and $23.4 billion in the private sector). There was

a 150 per cent increase in industry, 100 per cent in agriculture

and 150 per cent in transportation and communication.

Table XV shows the projected and actual disbursement of

fixed capital formation during the Fifth Plan.
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TABLE XV

FIFTH PLAN, FIXED CAPITAL FORMATION,
PROJECTED AND ACTUAL DISBURSEMENT

(million dollars)

inPoecte 

Secto r~t~ -''.-~..JSector!J
Mo --'t 'co r

Private**
ActuaI

Publ ic

5,074.66

7,886.66

1,690.66
121.34
560.00
980.00
800.00

3,200.00
81o33

133.33
120.00
200.00.

Public Affairs

Social Affairs

Education
Culture & Arts
Health
Urban Development
Rural Development
Housing
Environment
Regional Development
Social Welfare
Physical Education

Economic Affairs 2
Agricultur al & Natural

Resources 2,358.66
Water Resources 2,162.66
Electricity 4,140.00
Manufacturing 3,694.66
Oil 7,146.66
Gas 1,600.00
Mining 824.00
Transportation 5,362.66
Post & Telecom-
munication 1,217.34

Tourism 113.34

6,598.66

64.00
13.33
49.33

913.33

5.33

8,620.00 11,305.33 39,925.33

5,074.66

14,485.32

1,754.66
134.67
609.33
980.00

800.00
4 ,113.33

81.33
133.33
120.00
205.*33

1,76
5

6,70
1,17

63
6

1,20

5.34 4,124.00
3.34 2,216.00
- 4,140.00
6.66 10,401.32
0.66 8,317.32
3.33 2,233.33
0.00 884.00
0.00 6,562.66

- 1,217.34
216.00 329.34

2,166.66

3,046.66

737.33
62.67

166.66
332.00
197.33

1,356.00
10.66
6.67

25.33
152.00

8,605.33

1,065.33
865.33
753.33

2,234.67
804.00
250.67
534.67

1,584.00

456.00
57.o33

41,581,32 17,903.99 59,485.31 13,818.65
TOTAL

*Includes development credits from the Plan and BudgetOrganization and investment from public enterprises' ownresourcess,

**Includes government credits to the private sector ontop of private savings.

Source: Plan and Budget Organization, Iran's 5th NationalDevelopment Plan (1973-1978, revised); and Bank Markazi Iran,Annual Repor ts 1977.-

.VuDllcw

Sector Tn 1- .-4 1
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The socio-economic goals and the major objectives for

the quality of life in the Fifth Plan were .

(1) to raise living standards of all social strata
in the economy, and to enhance social justice by
providing equal economic, political and cultural
opportunities for all individuals and groups;
(2) to maintain a high and sustained rate of growth
consistent with relative price stability and a
more equitable distribution of national income and
welfare; (3) to improve the quality and size of the
country's active labor force in order to increase
productivity; (4) to preserve, rehabilitate, and im-
prove the environment, especially in overpopulated
areas; (5) to upgrade the level of science, tech-
nology and creativity, and (6) to preserve the coun-
try's cultural heritage (1, p. 167).

These objectives indicate a special focus on the quality

of life. Indeed, money by itself does not bring welfare,

justice, and happiness. There must be a minimum level of

public education and living standards above which the major-

ity of people feel well-off and happy. This was the reason

for the planners of the Fifth Plan to pay special attention

to the quality of life.

Since education, in any society, is the most significant

factor which results in "quality development" of life, the

planners raised the total investment in education from $253.33

million in the Fourth Plan to $1,754.66 million in the plan

under review (as shown in Table XIV and XV).

As indicated in Table XVI, in the Fifth Plan, the indus-

trial sector again received the largest single allocation,

$10.5 billion. Table SVI shows the share of each sector in

the plan for fixed investment.
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TABLE XVI

FIXED INVESTMENT IN INDUSTRY - FIFTH PLAN
(million dollars)

Public
Sector.

Private
Sector

_______ + 4

Food Industry
Textiles, Handicrafts

and Leather
Cellulose and

Painting
Chemicals and.

Petrochemicals l,
Mining (Non-Metal)
Metals and Steel l,
Mechanical
Electric and
Electronics .

Transport
Miscellaneous
Technical Aid

TOTAL 3,(

Source: "Iran's

319.20

75.73

237. 20

055.20
99.73

100.93
407.20

180.66
161.73

57.60

695.20

Fifth

533.33

460.00

666.67

1,120.00
1,000.00
2,000.00

80 .00

293.34
333.33
40.00

-00

Total.

852.53

715.73

903.96

2,175.20
1,099.73
3,100.93

487.20

474.00
495.06
40.00
57.60_

Sp ctor Total
Total

8.2

6.9

8.7

20.9
10.6
29.8
5.7

4.6
4.8
.4
.6

6,706.66 10.40L.86 100 .0

Plan 1973-78, "Tehran, 1974, p. 76.

Among the industrial sectors, petrochemicals and steel

were allocated the largest share of fixed investment; $3.1

billion in metals and steel and $2.17 billion in chemicals and

petrochemicals, in which the private sector was expected to

f inance over 50 per cent of the investments.

One of the objectives relating to industries in the plan

was to complete, equip and expand existing industrial units.

Consequently, in the automotive industry, which was growing

rapidly, the ratio of domestically produced automotive com-

ponents rose from 50 per cent to 75 per cent. Overall, the

annual growth rate of this industry was 17 per cent during

the plan period (1, p . 252).

- S--- -11
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The private sector was to finance almost 65 per cent of

the fixed investment, and the government was responsible for

about 33 per cent. But in some other areas, mostly social

affairs, such as urban and rural development, environmental,

regional development, and social welfare, only the public

sector invested.

In the Fifth Plan, considerable emphasis was placed on

the rural areas. The improvement in these areas was both

quantitative and qualitative. Quantitatively, in the first

three years of the plan (1973-76), the rate of growth of

agricultural output reached 6 per cent, which increased to

7 per cent in 1975-76. This rate of growth was still not

satisfactory because the Iranians had to increase the imports

of agricultural products.

Qualitatively, the plan aimed to eradicate illiteracy

among the economically active population, and, as a compre-

hensive program, to increase the percentage of literate

people in the 10-44 year age group to 80 per cent by the end

of the plan. Also, some job-training programs were projected

in the rural areas in order to increase the productivity and

efficiency of agricultural labor. By the end of the Fifth

Plan, about 8 per cent of the 4.12 million hectares of ir-

rigated land was exploited by the agroindustrial units, more

than 12 per cent by farm corporations and rural cooperatives,

30 per cent by commercial mechanized units, and 50 per cent

by individual farmers. Small farmers will be assisted through
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cooperative organizations at all levels of consumption, pro-

duction, distribution and technical services. Programs are

underway to increase the nubmer of cooperative numbers to 3

million by 1977. At the same time, the number of large

cooperatives will reach about 3,000 units. The projected

average annual rate of growth in livestock production in the

Fifth Plan is around 8.3 per cent. Thus, the annual output

of meat is to increase to 520,000 tons; milk output to increase

to 2.8 million tons, and poultry to grow to 200,000 tons

(1, p. 172).

17 million people in rural areas were supplied with

water during the plan, to increase the total area of ir-

rigated cultivation from 3.5 million hectares to about 4

million hectares. Also, hydroelectric power generating

capacity increased from 804 megawatts to 1,824 megawatts.

Altogether, the country's use of electric power increased to

about 32,000 million KWH in 1977-78 (1, p. 172).

The Fifth Plan has been a very successful project as it

reached most of its goals except in the agricultural sector.

The Sixth Plan (1973-1983)

For the Sixth Plan, which began recently (March, 1978),

no official data and analysis are available. Nothing has

been issued yet except the book, Iran: An Economic Profile

by Amuzegar (1, p. 260), which contains some explanations.

The Sixth Plan, which covers the years 1978 to 1983,

aims at an overall development of various regions and
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ultimately the entire nation. The principal theme of the plan

is national integration--geographical, socio-e conomic, and

cultural. The plan focuses on narrowing the gap between urban

and rural areas, providing physical facilities, raising income
levels, education, employment opportunities and cultural ad-

vancement. The expansion of port and transport facilities

receive special attention. Because the economy has been growing

rapidly since 1973 imports have increased, but the capacity

of ports and transport facilities has not expanded to move

the commodities and goods as soon as they are delivered to

the ports.

The Sixth Plan attempts to facilitate Iran's industrial

development well into the 1980's and beyond, because Iran's

long term goal is to become an industrial country.

In the area of social and welfare services and the

quality of life, literacy in the 6-45 year age bracket is

projected to reach 100 per cent. By 1983, the annual number

of college graduates is anticipated to be 80,000, and junior

college graduates are projected to reach 100,000. Life expec-

tancy for the average Iranian is expected to rise from 50

years in the 1970's to 70 years of age by 1983.
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CHAPTER IV

THE IMPACT OF OIL ON THE ECONOMY OF IRAN

Publications on the impact of oil industry on the

Iranian economy have considered the subject on two levels:

the direct impacts and the indirect impacts. Chapter Three

of this paper discussed the impact of oil revenues on the

industrial and agricultural sectors through the analysis of

five developmental plans. This chapter discusses the share

of the oil industry in the GNP and in the Plan Organization.

Also, the significance of the oil industry as a source of

employment and the distribution of oil products inside the

country will be analyzed. In the last part, the impact of

oil on the external sector will be discussed.

As indicated in Chapter Two, Iran is one of the largest

oil producing and exporting countries in the world. Therefore,

the revenues earned by exporting oil are extremely significant

to the economy. This increased dependency on oil has caused

the economic stability of Iran to hinge on oil revenues.

Historically, after the nationalization of oil in 1951

Iran began to emphasize oil revenues as a major source of

national income. Later, in 1966, heavy dependence was placed

on the income earned from the operations of the oil industry.

At that time,

Iran risked a major crisis with the consortium of
foreign oil operating and trading companies over

54



the government's demand that the companies step uptheir crude oil production over the levels of pre-vious years in order to provide Iran with largeroil revenues (5, p. 237).

In 1974, when oil revenues totaled about $20 billion,
an increase from the previous year's income of about $5
billion, the correlation between the economy and oil revenues
became stronger and more significant. Chart 1 shows the
Iranian Government's oil derived income from 1967 to 1976.
The graph shows the tremendous increase in oil revenues since
1970. The Iranian government's income and the National
Iranian Oil Company's revenues, from the exportation of oil
in 1976, reached $21,837 million, more than a 100 fold increase
relative to 1965's income of $200 million.
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Share of the Oil Industry in the Gross National Product

Despite a three-year interruption in-oil production in

1951-1953, the oil industry in Iran has developed on a-con-

sistent basis,.raising the Gross National Product. Since oil

export began, the petroleum industry has been plugging its

revenues into the economy of Iran. Table XVII details the

relationship between oil revenues and GNP and the government

budget for 1954-1975.

TABLE XVII

RELATIONSHIP BETWEEN OIL REVENUES, GNP, AND
GOVERNMENT' S BUDGET
(million dollars)

Govt.'slGovt.'s Incomel Share
Budgetl from Oil

- I _ _____ _ - -

162
158
242
274
376
413
490-
502
5651
589
6091
767
954

1,034
1,238
1,896
2,244
4,230
5,516
8,345

22,348
26,051

$ 20.7
90.2

150.7
212.8
247.2
262.4
285
291.2
342.4
380
482. 2
514.1
608.2
751.6
853.4
922.8
1109.3
1851.1
2396
4399

19535
18800

in
of Oil Share of Oil in
GNP Govt.'s Budget
7%
4
6
7
8
7
7
7
8
8

10
10
11
12
10
10
11
14
.15
17
42
35

13%
57
62
78
66
64
58
58
61
65
79
67,
64
73
69
49
49
44
43
53
87
72

Year GNP
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
19721
1973
1974
1975

2,100
2,246
2,608
2,841
3,094
3,665
3,837
4,018
4,243
4,474
4,859
5,310
5,721
6,392
8,373
9,346

10 ,494
12,819
15,490
26,553
46,594
53,500

Source: Annual Report of NIOC 1973-1974-1975. Economic
Report and Balance Sheet of Central Bank of Iran, 1975.

7r-.J6 r--
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This table shows the importance of oil revenues in the

economy of Iran.

Oil is the most important component of Iran's GNP.

As seen in Table XVII, the share of oil revenues in the GNP

increased from 6 per cent in 1956 to 10 per cent in 1964 and

to 42 per cent in 1974. According to the Plan and Budget

Organization of Iran, the Iranian GNP at current prices reached

over $54 billion in 1975/76. The largest contributing factor

was the oil industry, accounting for over 39 per cent of total

growth (6, p. 38).

Share of the Oil Industry in Plan Organization

With the formation of the National Iranian Oil Company

the flow of monies into national coffers from oil exports

increased. The government allocated a high portion of this

income to developmental projects. Plan Organization has

benefited from two main sources of income which allows for

the implementation of economic plans. Oil revenues, the major

source, and loans (both local and foreign) as the minor source.

The history of planning in Iran indicates that any inter-

ruption or standstill in the operation of the oil industry

would result in the discontinuation of the plan under execution.

This happened to the First Plan during the oil nationalization

in 1957. The history also shows that in the case of an in-

crease in oil revenues, the planners have revised the plan

under execution, as occurred under the Fifth Plan.
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Table XVIII details the total government revenues from

oil and the shares of Plan Organization and NIOC from 1954 to

1975.

TABLE XVIII

DISTRIBUTION OF OIL REVENUES
(million dollars)

Govt.Is Reve- % Received % Received by % Received
Year nues from oil by PO Ministyof Treas. by NIOC

1954
/55 $ 110.8 59 12 29
1956 150.9 53 22 25
1957 212.8 50 34 16
1958 247.2 46 43 11
1959 262.3 50 41 9
1960 285 55 38 7
1961 291.2 55 40 5
1962 342.4 40 58 2
1963 380 65 35
1964 482.2 70 30
1965 514.1 75 25
1966 608.2 75 25
1967 751.6 80 20*-
1968 853.4 80 20N-
1969 922.8 80 20
1970 1109.3 80 20
1971 1851.1 80 20
1972 2369 80 20
1973 4399 80 20
1974 19535 80 20m-
1975 18800 80 20

Source: Sadri, Mansour, The Role of Oil in the Iranian
Economy, Public Relations of the Iranian Oil Industry, 1976,
p. 22.

As seen from the table, since 1954/55 the major portion

of oil revenues has gone to Plan Organization. This portion

was increased to 80 per cent in 1966/67 allocated for Plan

Organization and 20 per cent for the Ministry of the Treasury.



60

During the First Seven-Year Plan (1949-1955) the Iranian

oil crisis regarding nationalization caused the plan to fail

to achieve its targets. In the Second Seven-Year Plan (1955-

1962), which started after the Consortium Agreement, the new

Petroleum Act was passed. This Act brought new agreements,

which raised oil revenues. Those agreements were based on a

75/25 formula in favor of Iran. Within the Third Five-Year

Plan (1962-1968), crude oil production increased 15 per cent

per annum and reached one billion barrels in the last year of

the plan. During the Fourth Plan (1968-1973), Iran's oil

income per barrel (p/b) increased from 87 cents to $1.42 (p/b)

which enabled Iran to increase its planned investments. There

was a real revision of the Fifth Plan (1973-1978) because of

a tremendous increase in oil revenues. The original outlay

of $36.4 billion was raised to about $70 billion (7, p. 4).

Importance of the Oil Industry as a Source of Employment

The Iranian Oil Industry as an employer has had a sig-

nificant effect on the labor market. What seems remarkable

about employment in the oil sector is that the number of

laborers has been declining since 1955, but the number of

professional staff has increased greatly. This shows the

improvement in technology in the petroleum industry. Table

XIX details the labor force employed in the oil industry,

1955-70.
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TABLE XIX

LABOR FORCE EMPLOYED IN THE OIL INDUSTRY, 1955-70

Staff Labor Contractors* Total
Years Iranians Foreigners

1955 6,867 85 48,222 88 55,262

1960 8,544 838 45,646 3,206 58,234

1965 10,349 501 30,732 2,137 43,719

1970 12,330 217 26,952 1,917 41,416

*Including contract employees.

Source: Iran Oil Journal (January, 1971); Iranian Oil
Operating Companies, Annual Review, 1961-68 (Tehran: 1968);
Julian Bharier, Economic Developen in Iran,, 1960-1970 (London:
Oxford University Press, 1971), p. 165.

The labor force employed in the oil industry has declined from

48,222 in 1955 to 26,952 in 1970, while the number of Iranian

staff has increased from 6,867 in 1955 to 12,330 in 1970.

The causes of these shifts are: (1) the capital intensive

nature of the oil industry, and (2) substitution of Iranians

for foreign staff.

Table XX indicates that during 1958-72 total production

and productivity have risen substantially due to automation

in the production and refining activities. Productivity in

thousands of cubic meters per employee has risen from 0.77 to

7.03, an increase of about 9 times between 1958 to 1972.

According to the most recent statistics (7, p. 29),, a

labor force and staff of 56,000 people were employed by the
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oil sector. Of this number, 14,000 work in the south of Iran,

about 35,000 in refineries, and 10,000 are responsible for

sale and distribution of oil. In addition, 1,240 students

have received NIOC scholarships to study in foreign countries.

The Abadan Oil College and the Accounting College of NIOC

constitute 1,200 students; more than 100 employees of NIOC

are sent overseas annually to specialize in petroleum sciences

(7, p. 6). Altogether, NIOC is the largest employer in Iran.

It cmploys 56,000 laborers and staff. If we consider the

families of laborers and staff we can assert that about

300,000 people are living by NIOC's payments (7, p. 8).

Distribution of Oil Products

The oil sector is not only the most lucrative source

of income but it is also important as the supplier of domestic

oil energy products. The petroleum sector provides necessary

oil energy products for factories, transportation, buildings,

and houses.

The crude oil used for supplying the domestic marketcomes from two sources: the Nafte-Shah oilfield,which is run by NIOC, and the crude oil deliveredto the Shiraz, Abadan, Tehran and Masgid-i-Soleiman
refineries by the Consortium for the account of
NIOC (2, p. 210).

Table XXI details the consumption of energy products

in Iran with future projections. The table indicates that

the demands for petroleum products and natural gas have been

increasing, while the consumption of wood and charcoal, animal

matter, and coal as sources of energy has been declining. The

demand for hydroelectricity has also increased.
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It should be remembered that during the 1973 oil embargo

by the Arab countries most of the industrial nations suffered

from a lack of sufficient energy, while the oil exporting

countries did not have such a problem.

TABLE XXI

PATTERN OF ENERGY DEMAND IN IRAN, 1960-82
(first number indicates figures in trillions of BTU's
with the second number in parenthesis indicating per cents)

1960 1963 1965 1969 1972 * 1982*

Petroleum
Products

Natural Gas

Wood and
Charcoal

Animal
Matter

Coal

Hydro-
Electricity

132.0
(63)

39
(18.0)

24.5
(11.0).

11.5
(5.0)

6.0
(3.0)

0
0

161.0
(67)

40
(16.5)

20.0
(8.5)

10.0
(4.0)

5.5
(2.5)

3.5
(1.5)

TOTAL 213.0 1240.0
(100) (100)

200.0
(71)

44
(15.0)

19.0
(7.0)

9.0
(3.0)

6.5
(2.0)

5.5
(2.0)

328.5
(74)

60
(14.0)

17.0
(4.0)

7.0
(1.0)

22.0
(2.0)

22.0
(5.0)1

284.0 441.5
(100) (100)

449.0
(68)

142
(22.0)

15.0
(3.0)

6.00

7.0
(1.00)

35.0
(5.0)

674.0
(62)

300
(28.0)

13.0
(1.0)

4.5

(1.0)

16.0
(1.0)

75.0
(7.0)

654.0 1082.5 1659.0
(100) (100) (100)

963.5
(60)

590
(34.0)

12.0
(1.0)

3.5

15.0
(1.0)

75.0
(4.0)

*Estimated

Source: Stanford Research Institute's Report to theGovernment of Iran, Long Term Ener Pol in Iran, 2, 1970(unpublished).
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Importance of the Oil Industry in the External Sector

Iran's exports are divided in two main parts,, oil exports

and non-oil exports. Between the years, 1962/63 and 1972/73,

the value of non-oil exports increased from about $115 million

to some $440 million (8, p. 314). While the oil revenues in

the same period climbed from about $437 million to $2,536

million, the value of imports rose from about $547 million in

1962/63 (12.3 per cent of GNP) to more than $2,570 million

(16 per cent of GNP). But the phenomenal increase in the

external account occured after the oil boom (7, p. 147).

Table XXII details Iran's imports and exports,. excluding

oil and gas trade. As is shown in the table, since 1971/72,

imports have been exceeding non-oil exports at an increasing

rate. In 1975/76 the value of imports exceeded the non-oil

exports by $11,103.4 billion, which means, the value of imports

is approximately 20 times more than non-oil exports. This

ratio reached 23 times in 1976/77 (3, p. 2).

As indicated, since 1973/74 Iran's revenues from oil have

been about $20 billion each year. Therefore, oil revenues

not only compensate the deficit in balance of payments, but also

bring a surplus. The surplus has enabled Iran to subsidize

some underdeveloped countries and lend money to some developed

nations.

Prior to 1974, Iran was one of the borrowers from the

World Bank, although she had already lent money to some

underdeveloped countries, such as $14 million loan for an

irrigation project to Moroco in 1967 and $5 million to Pakistan,



66

4-) C Lr)OH O O N C

0 tco 4ZI 00 Co 0

U) t:14 Un CN m - n m
0 0. . . . .0 *40

r-4 0 110 qzp l4 0 0 C O

N- CO) C ') m L)L O 00 (n 0 H
40 0 0 0 & 0 0 Ha

0 Q0 n a o nto 0 00coU)NN H CHH0 1 r- r

in r q

r- 4-) 0 I N kD \] r- "q CO) r- N10 h

0 0 0 0 0 00

o C) OHO ri Hor4 (4 C9 cO r

xC N C O H C ON N

N -1(n O HCIHm LO 3)4 N . N . .I0 0* 0 0 04

4V (n (Y)s
0 aHr-4 ol-,-rCL m LI H C mCz N tU () mNCl

05 r H4JCl 0 HL) 4PV) t .

N4a NlV) 0 "o 0 (nH o - *o *

0~1 (0 4- C Ln H ClrO:0 ( r4 1 H H ll H H

rr-C

00 4J 'o L HLI C o H)l (I

Pw6 . . 6. k * * , * * *

a ko e r co o

- H 0 c OI N Z Ho -E-i P~ C N LI ~ NN N H H Q.
H 4-H

P4 w . 00 v0 0 0 a 0

c.o)0 0H 0 H(Y c o o m r(H)

110 q 3)N r

H H H HH

C)C

-- ) C O N >O N 'u -,..Ci

40 0 0 0 0 0 0 0 0o

C N-5 CCC ClMO | H

0 H H

0 ~1 C O C l C H CC O ,.

W W 0 0 0 0 0 00 P4 E-

IW00 H

I >i4-) -HI



67

SCO0
0 m. 0

0 O co 0 OCNJ r--

NNw 14 H

a 41:1 4v - C--

- n

H (n 0 
10 C(YH

no t-N) N N H H

G A4.) co c

H w 03 O (N N

0i 0*m0 m

04 OD

0 o 0 0O 0 ~4 ~

0 . '0 '.l0 4 0 a HH H CO .N

Hr ) N" a N

4- ON

H O a H c N

$C H 0'0

_ _ _ _ __0_ __m

x N N

en4~ 0 .nCC N
m 

0)N c eCO

-l) N (N I O

OC

r- 4J U') . .0.

O- 0o 0 0 HcC
H 0 0 04)4J(I ~ z1 H H 'i

H 0 z-

>1 ZH- ( .I 10 0 O 0 0

0 m N CO 0 N- )N- Hm H HQ

C)d
4) toHCoC ~4

00Nr4CO r- 0CO 00 H Y H 0 m )

P MH

HO H '.0NW0 0U
C 0 0C

Q) d w w 4J

F: :) s (1) 4-4 ::5
el% p00

E-q



68

Senegal, Jordan, and Tunisia in 1973. According to Iran's

Vice-Minister for Industry, M. Ghaffar-Zadeh, in 1974 Iran's

total commitments to other countries amounted to $7.7 billion,

60 per cent of which was allocated to underdeveloped countries

(4, p.2).

Iran's commitments to international organizations include:

"$2.5 million to UN agencies, $200 million to UN Emergency Fund,

$150 million to OPEC fund, $200 million in World Bank Bonds,

and $700 million to IMF oil facility (2, p. 187)."

Iran's aid to underdeveloped countries includes the

following.

E t Iran's largest aid agreement involves $1 billion of

assistance to Egypt. This loan carried a low interest rate

and involves the assistance of Iranian technicians over a

long period of time.

India: The second largest recipient of Iran's aid is India,

with a commitment of $900 million. This aid provides for

shipment of $500 million of crude oil to India over five

years at 2.5 per cent interest with a grant element of 40 per

cent. In August, 1974 Iran agreed to provide $400 million

as an untied credit to India.

Pakistan: Iran's third largest aid commitments are to

Pakistan for $643 million. It includes a loan of $580 million

committed in July, 1974 to help meed Pakistan's balance of

payment and development needs. The loan carries a 2.5 per

cent interest and a grant element of 30 per cent.

Syria: $150 million, low interest rates to finance purchase
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of industrial goods.

SriLanka: $67 million, advanced payments for SriLanka imports

and credits for a proposed $150 million fertilizer plant.

Bangladesh: $15 million, loans repayable on easy terms over

a long period for establishment of a fertilizer plant.

Jordan: $13 million, interest-free, to finance housing project

for Jordanian officers.

Afghanistan: $10 million, easy terms over long period for

agriculture and industrial ventures.

Senegal: $16 million, repayable at 2.5 per cent interest rate

over 20 years for irrigation and industrial projects.

Tunisia: $8.5 million, similar to Senegal's terms but no

specific projects.

Other Aid: Morocco, Sudan, Lesatho, and Zaire (unspecified).

Also $1 million to Sahel for victims of the drought and $1

million to Pakistan for earthquake victims (2, pp. 187-188).

Iran's loans and trade with industrial countries includes

(2, p. 189):

United Kingdom: A loan of $1.2 billion carrying commercial

interest rates and guaranteed by the British government.

: A series of preliminary trade agreements have been

signed with Italy aiming at a $3 billion trade and corporation

between the two countries.

France: A series of preliminary and final trade agreements

worth $7.8 billion, including $1.8 billion for the two French

atomic power plants.

United States: The largest single trade agreement ever between
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two countries was signed by Iran and the United States in

March, 1975 involving $15 billion over five years.

It is important to note that, based on the information

available, these agreements have not included a direct oil

technology exchange, though the oil components may indeed be

hidden among various clauses. Except for the U. K. and U. S.

deals, no time limits have been set, as indeed so far only

$1.4 billion of the total committed $27 billion has been

disbursed (2, pp. 189-190),.

In the external sector, Iran receives most of its foreign

exchange from the oil sector. For instance, for the Fifth

Plan (1972/73-1977/78) the total receipts were estimated at

about $114 billion of which $192 billion, or 90 per cent,

was provided by the Petroleum sector. Table XXIII details

Iran's actual and projected receipts from the oil sector

(1973-80).
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TABLE XXIII

IRAN'S ACTUAL AND PROJECTED RECEIPTS FROM THE OIL SECTOR, 1973-80
(thousands of barrels per day .and billions of dollars)

1973 1974 1975 1976 1977 1978 1979 1980

Planneda
Output 5,314 5,676 6,322 6,958 7,596 7,603 7,606 7,610

Likelyb
Output 5,860 6,030 5,500 6,000 6,200 6,500 6,500 6,500

Internal
Demand 266 297 365 447 514 584 660 752

Stock
Change 24 63 -- -- -- -- -- --

Exports 5,570 5,670 5,135 5,553 5,686 5,916 5,840 5,748

dRevenue I $ 3.8 18.0 18.9 20.5 21.0 21.8 21.5 21.2

Revenue II $ 3.8 18.0 18.9 21.5 23.1 25.3 26.2 27.1

aRelates to Khuzestan production only. Other production
was anticipated to be around 1 million b/d by the end of the
decade.

bBased on technical and engineering capacities from
1976 onward.

cBased on 1974 projections by the Distribution Depart-
ment of NIOC (unpublished)

dBased on a government take of $10.12 per barrel from
1975.

eBased on a 5 per cent annual increase in government
take from 1976.

Note: 1973 and 1974 are actual.

Source: Fesharaki, Fereidun, DevelpMent of the Iranian
Oi Industry, Praeger Publishers, Inc., New York, 1976, p. 173.
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CHAPTER V

SUMMARY AND CONCLUSION

Summary

The oil history of Iran can be divided into four phases.

The first one covers the period 1907 to 1933. In 1907, William

Knox D'Arcy, a British subject, was granted a 60-year con-

cession by the Iranian government to explore for oil. In

1909, a year after oil discovery in large quantities, the

Anglo-Persian Oil Company (APOC) was formed to take over the

operation of the concession (exploration, production, and

refining).

After the agreement with APOC in 1909, a considerable

conflict came up which lasted until 1932 when D'Arcy's con-

cession was cancelled by the Iranian government and a new

concession was granted in 1933. In this phase (1907-1933),

the Iranian government exported 418 million barrels and re-

ceived $71 million, or 17 cents per barrel.

In phase two, which covers the years 1933-1951, APOC

changed its name to Anglo-Iranian Oil Company (AIOC). The

life of the new concession (1933 concession) was sixty years,

to be terminated in 1993. As a result of the agreement, the

production of crude oil increased rapidly from 6.5 million

long tons in 1932 to 10.2 million tons in 1938. During phase

two, the export of crude oil amounted to 1,753 million barrels

73
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and the revenue gained was $400 million, meaning 23 cents

per barrel. During the World War II, production decreased

to 6.6 million long tons because of shortages of tankers.

It was only a temporary disruption and by the end of the

war, production had been increased to lb.8 million long tons.

Due to the prolonged dispute between the Iranian gov-

ernment and AIOC, a three-year disruption in oil production

came up which resulted in oil nationalization in 1951, forming

the National Iranian Oil Company (NIOC) and a new agreement

in 1954.

Phase three stretched over the years from 1951 to 1973.

The most important event in this period is the oil nation-

alization which is considered to be a turning point in the

Iranian oil history. In August of 1954, a new agreement was

signed between NIOC and an international consortium which

contained several major and some independent oil companies.

AIOC changed its name to British Petroleum Company and became

one of the consortium members.

In 1957, the Iranian Parliament passed a law known as

the Petroleum Act. This act resulted in new and more prof"

itable agreements between NIOC and foreign companies. In

sum, between 1957 and 1967, NIOC concluded 20 separate joint

venture and service agreements with 34 foreign oil companies

from nine various countries. In the period 1954 to 1973,

NIOC produced 12,900 million barrels which brought in rev-

enues of $12,871 million to the Iranian government which

averaged one dollar per barrel.
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In phase four, started in 1973, the Organization of

Petroleum Exporting Countries (OPEC) played a very important

role in raising oil prices dramatically.

Iran's revenue from each barrel of exported oil, which

was $3.08 in October, 1973, increased to $9.32 in January,

1974. This figure rose to $12.13 in January, 1977. On av-

erage, the Iranian government has earned about $20 billion

each year since 1974.

Development planning in Iran started in 1949 after the.

Plan Organization was formed. Thus far, five economic develop-

ment plans have been executed in Iran and the sixth one is

being implemented now.

The First Seven-Year Development Plan (1949-1955) gave

priority to irrigation and agriculture followed by industry,

mining, transportation, and communication; 37 per cent of the

plan's expenditures was funded by the oil sector and 63 per

cent by both local and foreign loans. The three-year dis-

ruption between the Iranian government and the Anglo-Iranian

Oil Company (AIOC), which brought a curtailment in oil pro-

duction, caused a discontinuity in the plan's execution.

The Second Seven-Year Plan (1955-1962) was to be financed

mainly by oil revenues. Seventy-five per cent of the plan's

expenditures was funded by oil revenues and twenty-five per

cent by foreign loans. The first priority in the Second Plan
was given to communication and transportation followed by
agriculture. In this plan, large infrastructure projects

received heavy emphasis. The industrial sector developed
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rapidly by private investment and in social services certain

diseases were controlled.

Since the first two plans did not cover every aspect of

economic development, they could hardly be called comprehensive

developmental plans.

The Third Plan (1962-1968), like the first and second ones,

was mainly financed by oil revenues. 66.1 per cent of total

expenditures was financed by oil income and 33.9 per cent by

other domestic financing. During this plan, the annual growth

of GNP was about 8.8 per cent which exceeded its target of

6 per cent. Transportation and communication were allocated

25 per cent of total expenditures and received the first pri-

ority followed by agriculture and power and fuel.

In 1964, an agreement was signed between Iran and Russia.

According to the agreement, Iran would supply the Soviet Union

with natural gas and Russia would install a steel mill factory

near Esfahan. On the whole, the Third Plan was a successful

program which achieved its targets.

Unlike the first three plans, the Fourth Plan (1968-1973)

gave highest priority to the industrial sector for a total

investment of $10.8 billion. The industrial sector was ex-
pected to grow at an annual rate of 13 per cent, but it

increased to 13.8 per cent per annum. The Esfahan steel mill

factory, initiated in the Third Plan, was completed during

the fourth one. During the plan period, two machine plants

were erected and four more large dams were completed.
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Unlike industry, which exceeded its target, agriculture

did not even achieve its goal (4.5 per cent).

As in previous plans, the major source of financing was

oil revenues which provided 63.1 per cent of total expenditures.

The Fifth Plan (1973-1978) was completely revised in the

first year of the plan operation. Since in late 1973-74 oil

revenues increased tremendously, a revision in all sectors of

the Fifth Plan was necessary to absorb the increasing oil

revenues. Consequently, the total expenditures of the plan

were raised from .$36.4 billion to $69.5 billion.

The Fifth Plan was a comprehensive program which paid

attention to all economic and social sectors. The industrial

sector received the first priority and grew at 17 per cent per

annum. The annual rate of growth of the agricultural sector

reached 6 per cent and later 7 per cent, but it was still

unsatisfactory.

Qualitatively, the aim was to eradicate illiteracy among

the ecomically active population. Also, some kind of job-

training programs were projected in the rural areas in order

to increase the productivity and efficiency of agricultural

labor.

The Fourth and Fifth Plans paid much attention to industry

in order to reduce the economy's dependence on oil.

The importance of the role of the oil sector compared to

the roles of other sectors of the economy has become one of

the most significant features of the Iranian economy since

oil nationalization (1951).. Although the Iranian economy had
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been affected by oil revenues in pre-oil nationalization

period, the impact of oil income on the economy in the post

nationalization period has been much more significant.

As far as the monetary sector is concerned, oil plays

a crucial role in the economy in two areas: GNP and foreign

exchange. The share of oil revenues in the GNP increased from

6 per cent in 1965 to 10 per cent in 1969 and 42 per cent in

1974. In 1975/76 the Iranian GNP at current prices reached

over $53 billion. The largest contributing factor was the

oil industry, accounting for over 38 per cent. During 1962-

72, the oil sector provided 65 per cent of foreign exchange.

In the Fifth Plan (1973-78) the portion of oil income in

foreign exchange reached 90 per cent, meaning the oil sector

provided approximately $102 billion of the total receipts

($114 billion).

In the foreign sector, Iran's balance of payments was in

deficit for nearly a decade (between 1963-73) but, since 1974

it has recorded a surplus. Plan Organization, in charge of

the economic development plans, has benefited tremendously

from oil revenues. 80 per cent of the income earned by ex-

porting oil has been allocated for Plan Organization since

1967. Indeed, Iranian economic development could not be

implemented if the oil sector did not exist.

In the employment area, NIOC is the largest employer

in Iran employing 56,000 laborers and staff. All in all,

300,000 people who are the employee's families are supported

by NIOC.
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Since Iran possesses such a large quantity of oil re-

serves, she has never suffered from lack of energy sources.

The petroleum sector provides necessary oil energy products

for factories, transportation, buildings, and houses. The

demand for petroleum products has been increasing while

the consumption of other kinds of energy sources has been

declining.

Conclusion

Oil, for the Iranian economy, can be compared to food

for the body. This similarity is so strong that if, by

assumption, oil reserves in Iran run out this year, the

economy will die by next year. Although, one may believe

that the above description about the relationship between

the oil industry and the Iranian economy exaggerates the fact,

it reveals the existence of a strong correlation between oil

and the economy. The correlation has been demonstrated in

Chapters Three and Four of this paper.

Any economic sector in Iran (agricultural, industrial,

external, etc.) is financed by oil income because the major

contribution to the government's revenue is provided by the

oil sector.

Since the oil reserves are not unlimited and they will

run out finally, the strong dependence between oil and the

economy must be weakened. Oil revenues will reach the max-

imum amount during the Seventh Plan (1983-97) and taper off

steadily thereafter, due to the limitations of proven oil



reserves and the ever-increasing domestic requirements for

energy and raw material resources. Therefore, Iran's economy

has to look for another way to finance its plans and programs

as well as to obtain foreign exchange.

The Iranian economists believe that the economy must be

industrialized in order to weaken the dependence between oil

and the economy. Consequently, in the last two plans, the

planners emphasized the industrial sector more than the other

sectors. They attempted to make the industrial sector the

backbone of the economy to guarantee Iran's continued high

growth performance. It is hoped that the industrial sector

will account for about a third of GNP and nearly 40 per cent

of the labor force in the near future (1, p. 241).

Although industrialization of the country appears to be

the best solution, other economic and social sectors (i.e.,

agriculture, education, manpower, etc.) should receive special

attention.

Even though possibilities for growth in agricultural

production and exports are fairly limited due to geographic

and climatic constraints, the planners should pay more at-

tention to the agricultural sector, becuase more than half

of the Iranians live in the rural areas. They need agricul-

tural tools, seeds, fertilizers, water supplies and training

to produce more and better products to supply enough food for

the people. At the present time, the Iranian government,

which is rich enough--due to the tremendous oil revenues--to

improve the agricultural sector by cultivating the uncultivated
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lands, should pay more attention to this sector. Iran pos-

sesses 47,0C0,000 acres of cultivable land of which 20,000,000

acres are under cultivation. The crops in one-third of the

land cultivated are produced by watering and two-thirds by

dry farming. Although, Iran has been known as a "dry country,"

by controlling all the water supplies inside the country more

than 40,000,000 acres can be watered (2, p. 92). Consequently,

more attention to agriculture could enable Iran to double

agricultural products and probably to be independent of im-

porting food. At the present time Iran imports $1,581 million

in food and beverages.

Emphasis on other kinds of energy sources such as solar

and atomic energy probably would enable Iran to substitute

these energy sources for oil in the future.

In order to progress both economically and socially in any
society, there must be a high level of literacy and education.

According to Iran's Statistical Center only 47.5 per cent of
the population/ over six years old/ are literate (3, p. 2).
Training the manpower, raising the level of education, and

opening more vocational schools are the best sources of

ability and capability for the country to develop economically

and advance socially.
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