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Preface

The idea for this work originated after the completion of a previous study, The Rise of Modern Despotism in Iran. Having covered the political events of 1953 to 1968, I sought to give a comprehensive picture through another work focusing on the economic, cultural, and social developments of the same period. The initial project proved too ambitious. Once research began on the economic history of that period, it became clear that a thorough examination of the cultural and social aspects of the period could not be crammed into one volume. Those topics were excluded, hopefully to be revisited later.

This work attempts to depict the chronological unfolding of Iran’s economic history during its formative years of modernization, starting with post-August 1953 and ending in March 1968, which marks the beginning of the Fourth Five-Year Plan. The study of this fifteen-year period demonstrates how Iran went through two of the five stages of Walt Rostow’s stages of economic growth, namely pre-conditions to economic take-off, and take-off. Aspects of the two final stages, laying the foundations of economic maturity and the age of mass consumption, somewhat overlapped in Iran from 1968 onwards.

Why frame Iran’s growth trajectory in terms of the descriptive and now rudimentary Rostovian model? Put simply, Rostow’s outline of the stages of economic growth was broadly accepted by Iranian officials of this period as the “scientific” schema of how economic history evolved. They used it as a roadmap and compared Iran’s economic performance, especially its rates of growth, to the signposts of where Iran stood along the model’s unilinear economic growth path. In September 1969, the Prime Minister Amir-Abbas Hoveyda proudly reported to the Shah that “our society is moving towards what economists call the [age] of mass consumption.”1

The fifteen-year timeframe of this study was also chosen as it depicts a period of economic, social and political flux, fluidity and transition. During the first twelve years of this period, debates around suitable economic objectives, orientations, priorities, and policies, which regularly flared up between decision-makers, gradually came to a halt. From around 1965, one voice and one view, that of the Shah, came to dominate and dictate macroeconomic strategies and microeconomic tactics.

How economic modernization unfolded during these fifteen years is the broad topic of this research. The above is a simple research topic, but not a research question or hypothesis, as it lacks an if-then statement and an independent and dependent variable. This study, therefore, is an exploratory exercise, sifting through primary and secondary sources to find, highlight, and analyze relevant information, evidence, and details that would make sense of and shed light on the research topic. At best, it is a comprehensive report with some explanation of facts and events, driven by numerous questions pertaining to the subjects covered. The findings of this study may, hopefully, generate hypotheses for researchers interested in Iran’s economic development and modernization during the second Pahlavi period.

The study of the progress and modernization of the Iranian economy during these fifteen years was driven and inspired by a series of nagging research interests and questions, constituting the intellectual motors of this work. This investigation aims at identifying the main architects and actors of Iran’s economic modernization, through a study of the country’s economic history. Who did what, when, how, and to what end? What happened during this period? Who in the final analysis were the key decision-makers? Who deserves credit or blame for the achievements and opportunities foregone during this specific period in Iran’s economic history?

Finally, did the suppression (self or otherwise) of political ideas different from those of the Shah transform into inhibiting the presentation of economic ideas different from his? If so, did the Monarch deny the Iranian economic system its self-correcting and self-adjusting mechanisms? Did intolerance towards alternative economic ideas prevent the Shah from hearing the warning signals that would have improved and even saved the economy from heading toward a disaster?

Given Iran’s oil-driven economy, this study needed to uncover and understand the role of the state, namely the Shah, Iran’s public administrators such as prime ministers, ministers, state planners, and bankers, as well as members of Iran’s law-making institutions, the Majles and the Senate, in this process. A consistent observation during this study was the difference between the Shah’s understanding of economic concepts and that of his economists, planners, and bankers. A close read of Iran’s economic history during this period may help understand why the Shah came to appreciate his economists less and less.

A thorough examination of the evolution and role of the Plan Organization in charting Iran’s course of development after 1953, and its growing efficiency and power, until the fall of the spirited and competent Abolhasan Ebtehaj in 1959, helps understand how and why economic institution building in Iran was fostered and curbed. Why were the decision-making and executive powers of this pivotal and able economic institution gradually limited and replaced by the High Economic Council, presided by the Shah? What were its repercussions? What was Ebtehaj’s contribution and why was he ousted? What were the economic consequences of replacing him by individuals equally competent and honest, but more deferential towards the Shah?

The development of the Iranian economy, especially after 1953 was forged and framed through a Planning mechanism. Five-Year Plans, except the First Seven-Year Plan, were supposed to indicate how the economy would allocate its resources to achieve its developmental ends. One of the biggest headaches of all post-coup governments was to draw up the Plan and then to deal with its revisions.

The process of drafting Plans and the annual task of formulating budgets, and their subsequent reviews and amendments sheds light on the workings of Iran’s economic history. The extent to which Iranian planners, economists and government officials were sensitive to the directives and views of the International Bank for Reconstruction and Development (World Bank), and the International Monetary Fund in drafting plans and how this responsiveness changed over time comes under scrutiny in this study. How were the Second and Third Development Plans that were to guide the Iranian economy conceived and how did they fare? How much were the ups and downs of the Iranian economy in this period a function of planning? To what extent did economic policies, domestic and foreign, flow from the economic school of thought of the ministers or planners in charge? How and why did Import Substitution Industrialization come to prevail over free trade?

A meaningful study of Iran’s economic history must understand the power dynamics between the Shah and members of his government, economic team and the legislative in determining economic goals and priorities. Did the alignment of forces change in time? To what extent was it a function of the Shah’s evolving power? What role did the character and management style of each public administrator play? Why was the Shah’s relationship with Abolhasan Ebtehaj or Ali Amini fulgurous, conflictual, and turbulent, but not so with Manuchehr Eqbal, Jaʻfar Sharif-Emami, Asadollah ʻAlam, Hasan-Ali Mansur, and Amir-Abbas Hoveyda? If compliance was the key to longevity in office, why did the Shah replace Eqbal, Sharif-Emami, and ʻAlam?

Iran was a developing market economy, and as such actors in the private sector, merchants, businessmen, bankers, industrialists, and mine owners were indispensable actors and key partners in its economic modernization. This study investigates Iran’s business community with an eye on its evolution, transformation, contributions, and its relations with the state.

Where did their capital come from? Were Iranian entrepreneurs independent actors, or state dependent? Did their degree of autonomy depend on their trade, principles, or the financial scope and magnitude of their enterprise? To what extent did connections with the court and high government officials ensure business success? What was the role of sheer luck? How did importers of household manufactured products transform themselves into assembling the products domestically – in the process known in Iran as montage? Finally, what was the role of religious minorities in building the modern Iranian economy, and to what extent did religious distinctions melt away during this period?

The part played by the state, the recipient of oil revenues, in the economic history of Iran was most significant. It was the big engine that charted the course of the Iranian economy. The process by which the state began aggressively promoting heavy industrialization will be scrutinized. What role did politics, nationalism, the White Revolution, and the pursuit of re-establishing Iran’s national glory play in the Shah’s drive to insist on the development of the steel industry, petrochemicals, and the aluminum industry? Was it the Shah who led Iran into the era of heavy industrialization?

After the 1953 coup, the United States became Iran’s biggest and most generous benefactor. This study focuses on the role that the United States played in Iran’s economic and military modernization during these fifteen crucial years. What were the channels through which the US provided technical assistance and carried out military construction projects in Iran? Did various US administrations see eye to eye with the Shah on Iran’s economic priorities? Was the US pushing Iran to allocate more resources to arms than to development projects?

In the process of this investigation, a series of unanticipated findings of varying significance emerged, providing greater clarity and precision in understanding the period. Among them were the fundamental financial role of the state in jump-starting industries and helping create a viable capitalist class back in 1957, the significant shift in lifestyle, taste, and consumer behavior of Iranians, from traditional to modern, resulting from economic development and modernization between 1957 and 1962, and the definitive, almost deliverer role of the Soviet Union and Soviet Bloc countries in Iran’s heavy industrialization drive from 1965.

This study was not conducted in a vacuum. Simply put, the author did not start from nowhere, with a virgin mind. He has baggage, accumulated suppositions and views, which ultimately creep into how he views and analyzes the processes. But the exploratory voyage is at its most stimulating when we encounter evidence that challenges our priors. Some assumptions were attenuated, altered, scrapped, and some were confirmed. This study begins with the assumption that, despite his unsuccessful political record, the Shah’s support for and promotion of economic modernization after 1953 benefited the country. At the risk of being labeled pedantic, this study hopes to present the brick-by-brick economic development and modernization process over its fifteen-year term.



 

__________

1 G. Nikpay (gerdavarandeh), Surat jalesat-e showray-e ʻaliye eqtesad dar pishgah Shahanshah Aryamehr, az Shahrivar 1347 ta Mordad 1348, Surat jaleseh-e 29 Mehr 1347, Tehran: Chapkhaneh vezarat-e farhang va honar, n.d., p. 30.




Introduction

An accurate account of Iran between the 1953 coup and the 1979 revolution requires a detailed study of the political, economic, cultural, and social developments of this period. The Shah’s role and agency, as the decision-maker of last resort, determined the nature and meaning of modernization as well as its outcomes. This study does not deny the role of economic and social forces, the matrix conceptualized by historical materialism, in moving and shaping the course of events. Yet it intends to investigate whether it would stand to reason to argue that in autocratic and despotic societies, making history becomes the privilege of one until he is no more.

In such societies, the handpicked legislative and judiciary act as rubberstamp institutions, and the executive holds power by the despot’s grace. The press and trade organizations are under strict government control and no longer offer a space for open discussion and the clash of ideas. Functionaries, technicians, and experts may provide counsel and information, but their input is filtered through the perspective and objectives of the final decision-maker. Mohammad-Reza Shah did shape the history of Iran, as did his father, and their family’s nemesis, Ruhollah Khomeyni. The modern history of Iran does give credence to the role of the individual in history and the men who left their undeniable mark on this land.

Profiling the Shah to Understand Economic Decisions

A difficulty in assessing the Shah’s pre-eminent role in Iran’s modernization journey lies in the fact that even though the Shah did intend well for his people, often his hubristic and hasty decisions unwittingly thwarted his objectives. Worthy intentions and visions are commendable first steps, but they do not necessarily translate into desirable results. The path from good intentions to positive deeds is undetermined and sometimes perilous. The search for factors determining the success or failure of the crossing inevitably leads to analyzing the loaded and layered concept of personality. Profiling the Shah requires exploring his personality as an influential factor in his thinking and decision-making process. This slippery and speculative exercise, with all its pitfalls, may explain the extent to which he could have converted his good ideas to good deeds.

The Shah was raised in a cloistered royal bubble and attended a highly select elementary school at the court, with students of Iran’s elite surrounding him. For about five years, Mohammad-Reza and his siblings were also tutored in French by Madame Arfa, a widow, whom Reza Shah had hired as a governess for the Crown Prince. During their daily tutorials, she taught the royal children the French language and gave them a taste of French life and culture.1

In September 1931, the almost twelve-year-old Mohammad-Reza was sent to Switzerland accompanied by his brother Ali-Reza, his childhood friend Hoseyn Fardust, and Mehrpour Teymurtash, the son of Reza Shah’s Minister of Court. Le Rosey, a most exclusive boarding school, was a destination for the super-rich. Mohammad-Reza spent some five years there. He proved to be outstanding in sports and average academically. The Crown Prince was sent to Le Rosey not to obtain a tahsilat elmi (rigorous education) but to be educated in mamlekatdari (governance/administration).2

At Le Rosey, the Crown Prince made friends with Ernest Perron, the well-read mystical son of the gardener who was ten years his senior and worked as a janitor at the school.3 Despite the age, cultural, and class differences between them, Perron became so dear to the Crown Prince that he accompanied Mohammad-Reza back to Iran and remained his close confident until the early 1950s.

The Shah’s life at Le Rosey was as sheltered as it was when he had been in Iran. Later in his memoirs, the Shah complained about the rigid and secluded social life his Iranian guardian imposed on him at Le Rosey. During his stay in Switzerland, the Crown Prince was prohibited to leave the school unchaperoned or attend school parties. Other than the pleasure of doing sports, his life was cheerless and lonely. Mohammad-Reza Shah attributes his “seriousness” and “lone behavior” to this period in his life when he was prohibited from having fun.4 In 1936, Mohammad-Reza returned to Iran without a high-school diploma.

Contrary to his father who had been raised among the popular classes and had learnt the art of social survival in a rough and competitive environment, until the age of sixteen, the Crown Prince had neither seen much of Iran nor interacted with Iranians outside the Court. The only non-ceremonial and frank human relation that he may have had was probably with Perron, which may explain his attachment to the Swiss.

On his return, Mohammad-Reza attended the Officers Cadet College for two years, thus completing his formal schooling. It would be safe to assume that at the Officers Cadet College he received very special treatment as the Crown Prince. After finishing the Officers Cadet College in 1938, he began work with the rank of Second Lieutenant as an inspector in the army.

Within the five years between the Crown Prince’s return to Iran and his ascent to the throne in September 1941, Reza Shah had not really prepared him to govern and rule for the welfare of his people. His only higher education had been a military one, and his only role model was his severe father, who had neither much time for him nor was understanding of the young man’s sensitivities and mystical orientations. Reza Shah wanted a tough and decisive son made in his own image, while the Crown Prince was neither. Mohammad-Reza Shah was the first to admit that his character was different from his father.5

While at Le Rosey, Mohammad-Reza Shah reflected on his “future responsibilities” and how he should become “a wise monarch”. These thoughts led him to focus more on “natural sciences to better understand and prepare for the complex problems of industrialization …”6 The Shah, however, made no reference to the pursuit of any of the most common social science subjects, including economics, history, sociology, or even politics, and there is no record that he was self-taught in any of them. Yet we know that he was a keen and studious follower of military hardware and an insightful oil negotiator.

According to Khodadad Farmanfarmayan, the Shah’s director general of the Plan and Budget Organization in the early 1970s, “He [the Shah] was not a well-trained individual, and he was not an intellectual”, and “his analytical apparatus was extremely limited.”7 Based on the Shah’s actions, interactions mainly with his cabinet members and high functionaries and sometimes with his subjects, speeches, interviews, and writings, the reports written about him in foreign sources and memoires, and oral references by Iranians, some of his attributes and characteristics, from 1953 to 1979, can be identified.

This cannot be a fully comprehensive and thorough exercise, as it is not the subject of this study but is a means to understand the economic history under consideration. At the cost of being charged with generalization, simplification, cherry-picking and amateur psychoanalyzing, an attempt, no matter how half-baked, needs to be made to discern certain personality traits of the Shah as the commander of Iran’s economic development and modernization.

The Shah believed that he was chosen and protected by God for a mission and that made him feel infallible. He therefore never publicly questioned or doubted his own positions, reasoning, and actions. After 1953, the Shah also displayed certain consistent single traits, such as being authoritarian, vainglorious, unforgiving, impersonal, standoffish, hardworking, audacious, suspicious, persistent, and intolerant. Some of his traits worked as antipodes, revealing themselves during his well-known mood swings. For example, at times he could be rational and at other times irrational; other such pairs were scientific/superstitious, secular/religious, decisive/indecisive, committed/wavering, domineering/insecure, and reckless/fearful.

The Shah’s behavior patterns sometimes went through phases and cycles. In his optimistic/euphoric phase, grounded in what he perceived as success in his statecraft, and secure political position, the Shah would be stern, unyielding, arrogant, voluntaristic, and obsessively self-righteous. In this up-phase, his ego would eclipse his rationality, he would be unresponsive to all counsel and enter a bubble with little connection to reality. He would become a voluntarist, feeling as though he could move mountains, intervening and commandeering in all affairs of the state while frustrating and undoing the hard work of his experts in preparing plans and budgets.

When the Shah entered his pessimistic/dysphoric phase, his personality would change radically, manifesting traits in stark contrast to his optimistic/euphoric phase. His gloomy mood was usually prompted by real, perceived, or illusional dangers or setbacks. Characteristic of the Shah’s down-phase was self-doubt and uncertainty about his position and security, rendering him incapable of decision-making. In his depressive moods, he would become deterministic, leaving everything to God and otherworldly protectors and leaving the affairs of the state in limbo.

In both his up and down moods, the Shah was a suspicious and distrustful person. Reversals and unfulfilled expectations made him angry; he was not fond of analyzing his shortcomings. Since he did not believe that he could be at fault, he found solace in finding culprits and scapegoats, blaming the other for a myriad of conspiracies. Shortcomings became the works of external and internal enemies, and ill-wishers. It would be incorrect to attribute his suspicious state of mind only to his weak moments. At the height of his power, the Shah had an equivalent distrust of those he felt were banding together against him.

The Shah cherished and demanded praise, adulation, and unquestionable obedience. He had little tolerance for dissent and resistance to his ideas and construed open criticism and questioning of his decisions, let alone disobeying them, as disloyalty and treason. The Shah’s relation with his subjects was complicated. He often disapproved of them for not rising to his excessive expectations and fulfilling his far-fetched dreams at his speed. Towards the end of his rule, he even began to resent them for what he believed was their ingratitude for what he had done for them.

But, between 1961 and 1966, there were occasions when the Shah demonstrated empathy and compassion toward Iranians, especially the peasantry. On several occasions during this period, the Shah exhibited genuine care and warmth, proving that he could be a father figure, capable of personal attachment to and affection for his people. This warm window of proximity and attachment, however, closed after 1966.

By May 1977, the Shah seemed drained of fatherly affection and bonding, even with his own children. On one telling occasion, the Shah became delighted when Reza, his eldest son, asked to have lunch with him. Yet, as if all relations were supposed to be based on a superior mind parting wisdom and informing lesser intellects, he told his sixteen-year-old boy that, “If you want to learn something, you need to read my books and works on the history of Iran, so that you would benefit from my remarks (sohbatha-ye man).”8

Conflict of Interest: Pahlavi Foundation, a Business Empire

The Shah had double standards. His ethics and morals did not apply to all equally. He was exacting towards his people and expected them to be hardworking, productive, honest, incorruptible, and upright. He consistently spoke out against corruption and the corrupt. Yet, he was most indulgent and lenient with his courtiers, his close circle of companions, and favorite statesmen, closing his eyes to the rampant corruption around him and involving him. He did discriminate and indulge in favoritism, nepotism, and cronyism, undoing the shame and stigma of such vices. His support for his companions would not abate when cases of their corruption – be it bribery, profiteering, smuggling, or outright fraud – came to the fore.

Well before the revolution, most urban Iranians knew or had heard of the Shah’s circle of companions, courtiers, and family members who stood above the law and benefited from perfect immunity. Overseas, the Shah protected his criminal friends from prosecution and went out of his way to obtain their acquittal. In Iran, they were unmolested and even rewarded.9

In his 1958 report on the Shah’s economic activities, the British Ambassador, Roger Stevens, noted that, “The Shah’s direct and personal interests alone now extend publicly into the fields of banking, publishing, wholesale, and retail trading, shipping, construction works, new industries, hotels, agricultural development and even housing.”10 His business interests and participations ranged from bridge building over the Karun River ($1 million) and housing (IBEC), to the manufacture and distribution of pharmaceutical products in collaboration with a British firm.

Stevens added that the Shah promoted “the schemes in which he has a personal interest financial or otherwise”. Stevens reported that the shortcut to business success was through enlisting the Shah’s support, “through middle-men of dubious reputation to obtain priority treatment, cut through red tape and secure finance”. He named Meybud (Mahbod), ʻAla and Behbahaniyan and the Shah’s own family as his trusted “nominees or servants”, through whom he operated. The British Ambassador to Iran concluded that “The crescendo of stories of direct or indirect bribery, either of His Majesty or of his confidantes and family, or both, is however impossible to ignore.”11

The Origin and Organization of Royal Assets

Immediately after the abdication of Reza Shah on 21 September 1941, the new Shah, Mohammad-Reza, donated his father’s estates, which he had obtained mainly through coercion and expropriation, to the people. On 11 July 1949, he changed his mind and took back the royal estates. In 1951, the Shah established the Royal Assets and Estates Organization (Sazeman-e amalk va mostaghelat-e saltanati), to manage the estates of his father that he had repossessed.

On 7 May 1958, the statute of the newly established Pahlavi Foundation (Bonyad-e Pahlavi) was made public, and Mohammad-Jaʻfar Behbahaniyan was named as its director general by the Shah. Behbahaniyan had the complete trust of the Shah. The Pahlavi Foundation was a tax-exempt charitable foundation, centralizing all of the Shah’s philanthropic activities. The new Pahlavi Foundation was officially registered as Moqufat-e Khanedan-e Pahlavi or the Endowments of the Pahlavi Family. It housed and managed all the Shah’s assets.

Behbahaniyan, who had been the administrator of the Royal Assets and Estates Organization worth $133 million, was tasked with overseeing the smooth transition of this organization to the newly created Pahlavi Foundation. The Pahlavi Foundation had a seven-man board of directors appointed by the Monarch. The statute of the Foundation stipulated that only the Shah could change its articles and that it was established for an unlimited amount of time.12

Once the Shah decided to distribute his lands by selling them to sharecroppers working on those lands, he created the Bank-e Omran (Construction/Development Bank). Born on 11 September 1952, the official mandate of this royal bank was to collect the installments of the land sold to the sharecroppers, provide credit to the peasants who had obtained royal lands, and to initiate farmers’ cooperatives. From its inception, the Shah appointed the US-educated Hushang Rām as the director general of Bank-e Omran. In time, Rām became the Shah’s trusted personal financial manager.

At the inauguration ceremony of Bank-e Omran in 1952, the Shah said that the distribution of royal lands would not have been possible without the creation of this bank and its associated cooperatives. He hoped that the extra revenues of the bank would be re-invested in rural industries, health services, and charitable organizations.13

After the deduction of the maintenance cost of assets, completion of unfinished buildings, expenditures of the charity organizations and investments to increase the revenue of the endowment, the proceeds of the bank were to be spent on health, cultural development, helping the needy, and religious and social affairs.14 In 1958, Bank-e Omran’s receipt of installments from credit extended to sharecroppers for the purchase of their lands came to 960,000 tomans, 352,406 of which was loaned out to 63 agricultural cooperatives.15

In September 1960, the Shah ordered Bank-e Omran to be integrated within the Pahlavi Foundation and place its activities under the tutelage of Behbahaniyan, the director general of the Foundation. The bank was to be restructured and its activities transformed.16 Subsequently, the Bank-e Omran began engaging in regular banking activities. It accepted individual funds as deposits, paid out interest, and lent money to borrowers at interest.

In August 1964, Asadollah and Seyfollah Rashidiyan founded the Distribution Cooperative Bank (Bank-e taʻavoni-e toziʻ), which was to be the bank of all guilds. Two months later, the Shah visited it and put his seal of approval on it. The Shah felt indebted to Asadollah and Seyfollah Rashidiyan for their determining role in bringing down Mosaddeq on 19 August 1953 and so helped them open this bank. Nevertheless, the Distribution Cooperative Bank operated without an official permit from the banking authorities, did not comply with the reserve requirements established by the banking authorities, and lent to whomever it wanted without any government supervision.17

In September 1968, the Distribution Cooperative Bank became insolvent when the Central Bank failed to clear 2.2 million tomans of its cheques due to insufficient funds. In a meeting with Hoveyda, the Prime Minister, and his economic and banking advisors, Khodadad Farmanfarmayan, the deputy governor of the Central Bank, informed the Prime Minister that the situation at the Distribution Cooperative Bank “was not dire, but dangerous” and listed all the bank’s legal violations and infractions.

Hoveyda agreed but responded that since the people and the Bank-e Omran, the National Iranian Oil Company, and the Tehran municipality had invested huge sums in this bank, it had to be saved. Hoveyda confirmed the rumors that the Shah was a shareholder in Rashidiyan’s bank by acknowledging the financial participation of the Banke-e Omran in the Distribution Cooperative Bank. The government finally decided to bail out the bank.18

Gradually, the Bank-e Omran branched out into building hotels, upmarket housing and apartments, leisure resorts, and casinos. It also became a shareholder in other banks, industries, mines, shipping, and insurance companies and engaged in development and construction projects. Bank-e Omran ended up having some 100 branches in Iran, was said to have two branches in Switzerland, and owned shares in First Wisconsin Corporation in the US.

By October 1961, the Pahlavi Foundation owned a vast empire. It owned 100% of the shares of the following entities: Bank-e Omran, Bongah-e Tarjomeh va Nashr Ketab (The [Royal] Institute for Translation and Publication), Sherkat Haml-o-Naql Khalij (The Gulf Transportation Company), two hotels in Ramsar (old and new), Motel Khazar in Ramsar, Casino Ramsar, housing complexes in Ramsar, Darband Hotel and its cozy restaurant and dance floor, Kolbeh nightclub, two hotels in Babolsar (old and new), housings complexes in Babolsar, Buali Hotel in Hamedan, Sakhtsar Motel, Hotel Abali, two hotels in Chalous (old and new), two hotels in Gachsar (old and new), Vanak Hotel, Shahi Hotel, Amol Hotel, Hilton Hotel in Tehran, Shiraz Hotel, Residence Restaurant in Tehran, the land on which Khorramshahr Hotel was built, and forty-one orphanages.

The Pahlavi Foundation also owned shares in the following services and industries: Shahr-Ara housing project (40%), Sherkat-e Sahami Naftkesh Iran or Iran Oil Tanker Company (77.5%), Bank-e Eʻtebarat or Credit Bank (2%), Bank Iran va Ingelis or Anglo-Iranian Bank (1%), Melli Insurance Company (80%), Tehran’s Mehrabad Airport Restaurant (25%), Kermanshah Sugar Company (500 shares) Hamedan Sugar Company (10%), Birjand Sugar Company (10%), Fariman Sugar Loaf Company (200 shares), Ahwaz Sugar Refinery (0.4%), Tehran Cement Company (25.5%), Iranit Tile Company (30%), B.F. Goodrich Tire Company (9.5%), Daru Pakhsh Pharmaceutical Company (50%), Shiraz or Pars Sugarloaf Company (unknown shares), and IBEC housing project in Sahebqaraniyeh, Tehran (unknown shares).19

Wheat and Sugar Monopoly

After the 1953 coup, Bank-e Omran became involved in major money-making activities unrelated to the Pahlavi Foundation. By fiat, Bank-e Omran obtained the exclusive right to import wheat. Wheat procurement from the US and Australia was a highly lucrative business as the annual import of wheat increased from $10,687,000 in 1960/1961–1961/1962 to $75,951,000 in 1971/1972.20 The Shah’s bank, unfettered by any supervision or control handled all wheat imports. It benefited from opaque financial transactions and contracts for some twenty years.

On 27 April 1974, Hoveyda appointed Fereydun Mahdavi as Minister of Commerce. Mahdavi obtained his doctorate in economics from Hamburg University. He had joined the Second National Front in his youth and had been imprisoned for some eight months for his political activities. About a month after he entered the cabinet, Mahdavi began his efforts to bring the import of wheat and sugar under government control. Soon, he faced entrenched economic powers very closely connected to the Shah.

The country’s cereal, sugar, sugar loaf, and tea organizations were placed under the jurisdiction of the Ministry of Commerce. Worried about the shortage of basic foodstuffs in 1974, the Shah wanted an expert such as Mahdavi to manage the import of these goods and ensure their abundant availability on the market. So, from June 1974, the decades-long monopoly of Rām and Felix Aqayan was rescinded, and the right to import wheat and sugar was reverted to the Ministry of Commerce and placed under government control.

Behind the smooth-looking transition of 11 June 1974, a harsh tug of war was in progress at the stratosphere of Iranian political circles. Rām defended Bank-e Omran’s most profitable monopoly over wheat import and tried to convince the Shah to block Mahdavi’s move. Felix Aqayan, an old and close friend of his Majesty and another beneficiary of the Shah’s largess, who had obtained the exclusive right to import sugar from the monarch, also fought against Mahdavi’s incursions into his turf.

The Shah became upset with the dispute among his appointees dragging on. Before the power transfer of wheat import to the Ministry of Commerce, the Shah instructed ʻAlam, his Minster of Court, to convey the following message to Hushang Rām: “Relinquish this wheat deal. What is one, two, or even $10 million earned in this way by Bank-e Omran, especially since it concerns the people’s daily bread.”21 The Shah’s instruction to Rām intimated that he should give up this source of income which by 1974 had become comparatively insignificant; Bank-e Omran had bigger fish to fry.

Scandal over Shipping Companies

The National Seafaring Company under the management of a board of directors comprised of Ahmad Mahbod, Ahmad Shafiq, Princess Ashraf’s ex-husband, and Mohsen Qaragozlu was created on 2 November 1956. This private company was in partnership with the Netherlands and intended to transport Iranian oil in cooperation with the National Oil Company.22 A year later, the Shah issued an edict and bestowed the rank of Ambassador on Mahbod, the director general of the National Seafaring Company. The edict mentioned that, under orders (hasb al-amr) from the Shah, Mahbod had established the National Seafaring Company as well as a commercial seafaring company.23

In January 1959, the 35,000-ton oil tanker Reza Shah, the first of the Iranian fleet, began activities at Maʿshur Port in Khuzestan, with Mahbod as the Iranian member on the managing board of this tanker.24 According to Mahbod, he had been the original owner of the two shipping companies, the National Iranian Shipping Company and the National Seafaring Company. Mahbod had gifted 15% of his two shipping companies’ shares to the Shah. Later, through ʿAla, who had also been gifted 100 shares, Mahbod got news that the Shah wished to have the majority shares of the National Iranian Shipping Company and bought 50% of Mahbod’s shares at 80 million rials.

Mahbod maintained that the Shah later sold the 50% shares, which he had forcefully obtained from him at a price of $1.1 million, for $12 million to the National Iranian Oil Company. As for the smaller National Seafaring Company, Mahbod claimed that he had been compelled to give it to the Shah. Mahbod, who felt betrayed by the Shah, left Iran for good in October 1960.25

All in the Family: Ehsaneh Davalu, Sultan of Caviar

In September 1956, the Iranian press reported on a lucrative exclusive five-year contract given to a Mrs. Davalu to sell Iranian caviar abroad. Mrs. Davalu had subsequently signed an exclusive five-year contract with the Frenchman Fernand de Lalagade, giving him the exclusive right to distribute Iran’s caviar in Europe.26 In addition, there were rumors circulated in the press about 2 million in old Francs (ancient Francs) or 20,000 in new Francs being paid out as a bribe by Mrs. Davalu to obtain the monopoly.27

On 23 October 1956, Abdolhoseyn Nikpour delivered a scathing speech on the floor of the Iranian Senate against Amir-Hushang Davalu, a dubious and ill-reputed but very well-known member of the Shah’s inner circle. Nikpour was a highly respected elected senator who had made his money as a crystal merchant and headed Tehran’s Chamber of Commerce for 25 consecutive years.

Nikpour represented Iran’s emerging capitalist class, which wished to free business from the corrupt influence of the state and court but was also dependent on and scared of both. In his speech, Nikpour tested how far one could go in criticizing the Shah’s corrupt inner circle. He announced that Mrs. Davalu held a monopoly over 60 to 70 tons of caviar through the intermediary of Amir-Hushang Davalu.28

Nikpour contested that Mrs. Davalu was given this exclusive monopoly without public tender and competing bids for selling Iran’s caviar overseas. He charged that a few ministers were involved in this deal but failed to name them. Even though it was evident from Nikpour’s speech that Mrs. Davalu was somehow related to Amir-Hushang, the Shah’s friend, since he did not refer to her first name, the public remained in the dark about her real identity.

The franchise over the sale and export of Iran’s caviar industry was taken out of the control of Iran’s Fisheries Company, a state enterprise, and given to a person who was the front for another person with very high connections. Based on letters received from European caviar merchants, another senator, Moayed-Sabeti, also an industrialist, referred to illegal transactions and misappropriations in the caviar deal. He called for a review of the concession and recommended its cancellation, as it seemed to be against the rules.29

An illegal deal of such magnitude, aimed at enriching Amir-Hushang Davalu, could not have been without the consent and even direct order of the Shah. Some three months after the scandal over Davalu’s caviar monopoly was publicized, an attempt was made to whitewash Davalu and the deal. On 22 December 1956, the weekly Tehran Economist, which had first covered the scandal, wrote a detailed article arguing that Iran’s Fisheries Company could not find a better deal and that there was much ado about nothing. In this detailed retraction, no mention was made of Amir-Hushang Davalu, the Shah’s friend.30 Less than a month later, the issue of bribes and improprieties in Mrs. Davalu’s contract and news of legal pursuits appeared in the press once again, still without reference to Amir-Hushang.31

The Shah was irritated by the recurrent talk in the Senate and the press of corruption involving his entourage. His reproach came on 28 February 1957, during the official festivities celebrating Mabʿas (the prophetic mission of Mohammad) at Golestan Palace. The Shah said, “More than anyone else, I have curtailed the interests of those whom you call the ruling class. So, who and where is this ruling class you constantly talk about?”32 The Shah called on all to refrain from discouraging and despairing news and talk.

Some four years and eight months after Nikpour’s speech in the Senate, the public discovered that Mrs. Davalu was Ehsan/Ehsaneh Nikkhah Davalu, a cousin of Amir-Hushang Davalu’s mother, Moniraʻzam. On 3 June 1961, in the heat of Prime Minister Ali Amini’s anti-corruption crusade, Ehsan/Ehsaneh Nikkhah Davalu was arraigned for “unlawful possession” and “misappropriation/embezzlement” and subsequently arrested.33

After her arrest, Mrs. Davalu is said to have sent word to Princess Ashraf and Hoseyn ʿAla that if her arrest were to take a severe turn, she would spill the beans about the illegal activities of members of the royal family and their entourage. Subsequently, Mrs. Davalu was transferred to a special prison. She was promised clemency and leniency.34 Davalu and General Ruhollah Noveysi, the director general of Iran’s Fisheries Company, were put on trial on 30 September 1961.

In court, certain aspects of Mrs. Davalu’s lifestyle became public. It became known that Davalu’s caviar company owned a one million toman cold storage facility in Tehran and a 42 million French Francs (probably old French Francs or 42 thousand new French Francs) caviar shop called Maison de Caviar on Paris’ prestigious George V Avenue. In Paris, Ehsan/Ehsaneh Davalu had taken residency close to her place of work at one of the most luxurious Parisian hotels, George V, in the eighth arrondissement.35

Estimating her extravagant and exorbitant cost of living long-term at George V would be difficult. However, assuming she was alone, a glimpse at the cost of her meals would be somewhat revelatory. In 1961, the price of a Tournedos Rossini, a famous main course at George V’s restaurant, was 15 new French Francs. Today, the restaurant at George V does not serve a Tournedos Rossini, but at a comparably high-end establishment, Lasserre, the price of a Cœur de filet de bœuf Rossini is 105 Euros. On 20 December 1961, Mrs. Davalu was found guilty of misappropriation and embezzlement, sentenced to a year and a half of correctional imprisonment and payment of fines. It is not known whether she served her full prison term.

Contextualizing Iran’s Modernization Experience

The Shah’s personality traits and behavioral inclinations affected his economic decisions and leadership. They determined how his good intentions could be transformed into nationally beneficial ends. But even though he did develop and modernize the economy, the flaws in his one-man governance style and statesmanship derailed Iran’s structural and long-term economic development and prosperity.

The thought of what Mohammad-Reza would have become in life and what line of work he would have chosen had he not been a king is as entertaining as it is futile. Nevertheless, it helps to speculate on his natural and innate capacities and interests and their relation to his pet modernization projects and their outcomes. Would Mohammad-Reza have been a good soldier and made it to the rank of a three-star general (sepahbod), or would he have entered the Iranian National Oil Company and ended up in an office on the 15th floor among the directors? Would he have been a first-class sportsman, coach, enthusiastic owner or manager of a sports shop or club?

In hindsight, we can rank the Shah’s preferred modernization domains as military, economic, and social. As king, Mohammad-Reza did not need any intellectual, public relations, administrative, or management skills. The Shah’s title assured the execution of his will, as his orders were expected to be those of God (cheh farman-e yazdan cheh farman-e shah). Regardless of why, the Shah chose to rely on obedience, allegiance, and fear to get things done.

From 1953, the Shah’s management and leadership style was marked by lecturing, chiding, and preaching while refusing to discuss matters of substance with his people, close friends, ministers, or experts. Consultation based on informed open discussions to arrive at improved results was not practiced in the Shah’s meetings with his advisers. He rejected counsel as if it was a sign of weakness for a ruling monarch. In time, he would not even listen to or read reports that departed from his thinking.

Any critical appraisal of past or present economic decisions and policies was construed as a personal attack. Perhaps the Shah found consultation and dialogue a contradiction to his belief that he was divinely selected, protected, and commissioned. The Shah’s management style was that of an obstinate executive, bent on having his way, averse to hearing voices other than his own, and set in his ideas.

As the Shah’s grip on the country tightened, either dissident economists and planners were relieved of their duties, left the Plan Organization, or yielded to the Shah’s designs and subsequent edicts. This process was the beginning of political will imposing itself on economic imperatives, rerouting and distorting economic development.
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Modernization and its Actors

Northwestern Europe between the sixteenth and nineteenth centuries gave birth to modernity. In short, the sixteenth-century Reformation, dovetailed by the scientific revolution of the seventeenth century and the Industrial Revolution of the eighteenth and nineteenth centuries, ushered in phenomenal economic, social, political, and cultural transformations. Irrespective of why modernization first occurred in Europe, in the twentieth century and especially after the Second World War, modernization and industrialization became the objective of “Third World” countries.

The pressing issue of economic development and a rapid escape route from underdevelopment, presented the Third World with two options: either going down the path of the socialist Soviet-type economies, and its later model of the non-capitalist road, or buying into the Western modernization package. The choice was more political than economic, and countries chose one or the other model based on the ideology of their governments and leaders. Implicit in this choice was adherence to the Western or the so-called free world camp, or the socialist camp with the non-aligned countries tilting economically and ideologically towards the socialist camp.

Both camps believed that their development models were easily grafted onto any kind of society in any continent. Many US post-war social scientists and policymakers were convinced that the type of economy and society that they had attained was the summit of a linear movement of human development and progress. They also believed that their experience and model of development could be compressed, implying historical leaps, and exported to traditional societies eager for development.

Based on this assumption, US economists, sociologists, and political scientists elaborated ready-made modernization theories to assist US-supported administrations achieve modernization in Third World countries. The Cold War compelled the US to vigorously compete with the Soviet Union in presenting its model of development and modernization as the best choice for the newly decolonized countries.

Economic growth and development were at the core of the Western modernization model. The indispensable features of modernization, such as democracy, political and individual liberties, the rule of law, and the establishment of modern government institutions, were expected to somehow miraculously dovetail, even if they were lacking at the time.

Western economic modernization required specialized bureaucracies staffed by technocrats and experts, formed and educated over time, to implement various governmental objectives and plans. Such bureaucracies had consistent rules and procedures that were uniformly applicable. The modern bureaucrat and technocrat ideally functioned according to the regulations established and were accountable for the proper application of methods. Civil servants, employed based on expertise and merit, formed the backbone of government organizations.

The Western modernity project also involved the birth and empowerment of organizations and associations that were independent from government, such as trade unions, professional and trade associations, and the free press. Such institutions were essential countervailing powers, imposing checks and balances to protect the public by scrutinizing and curbing the excesses and power of both government and business.

Modernization Agents: Reinforcing and Clashing

Economic modernization initiatives in Iran, broadly categorized by actors, conceptualizers, and designers, fall into three domestic categories, royal, governmental, and private sector, and a foreign one, the US. But what happens to history from below and the supposed role of ordinary people in economic modernization and development?

In 1953, some 70 to 75% of the population lived off the land in rural areas and were fixed in their traditional lifestyles, and only 25 to 30% of the urban population was open to change. The role of literacy as a medium of change was also limited, as about 85% of the population was illiterate. The role of the urban man on the street in modernization was therefore restricted to the extent to which he could undergo attitudinal change in tune with modernization; hence the determining role of those in society whose outlook had transcended traditional values. So, the role of the ordinary people in modernization, as they had a limited one, will be disregarded in this study. The ordinary people were not subjects of modernization, exercising agency.

The Shah’s non-opposition or consent was necessary for all modernization initiatives. A more focused study of the three domestic agents demonstrates that formal boundaries between royal and governmental, private and governmental, and finally, royal and private were not always clearly discernable.

On the whole, the economic activities and decisions of the two domestic actors, the government and the private sector, constantly reinforced and wholeheartedly supported the Shah’s initiatives. One exception was when the economy began to stall from the mid-1970s. Searching for scapegoats, the Shah punished the private sector and his ministers. However, the clash between the US economic modernization ethos and the Shah’s practices was more pronounced and structural.

After 1953, the American modernization model, and its crucial behavioral pattern injected into the system by the Shah’s embrace of all things American, trickled down to the minds of urban Iranians. Soon, those Iranians who identified themselves with the American lifestyle in its entirety found their newly acquired beliefs at odds with the Shah’s leadership style, causing tensions within the system.

The Government’s Restricted Role

In an oil-based economy, where the state commands significant resource-based revenues, differentiating between the Shah’s agency and his government’s is complicated since the Shah appointed the prime minister and approved the ministers. Initially, the Shah supported economic or developmental ideas presented to him by individuals in the government, the Plan Organization, or other relevant institutions. These were few, but included infrastructural projects, such as building roads, dams, airports, ports, and electricity grids, and the Khuzestan Development Services in the latter part of the 1950s.

There were also economic and financial organizations and institutions that were absent in Iran. Members of the government advocated for their creation, and the Shah accepted and supported their propositions. It was Ebrahim Kashani who raised and pursued the idea of a Central Bank (Bank-e Markazi) with the Shah.1

In the 1950s, the Shah delegated authority to individual experts he trusted. Abolhasan Ebtehaj, the director general of the Plan Organization, Abdollah Entezam, the director general of the National Iranian Oil Company, and Ali Amini, Minister of Finance during Zahedi’s tenure, best exemplified this breed of managers and officials, with independent decision-making leeway.

However, in the 1960s, it became difficult to clearly demarcate between the Shah’s initiatives and those of the government, as governments acted on behalf of the Shah. During Ebtehaj’s tenure at the Plan Organization (1954–1959), he decided on, directed, and executed the Plan, but after his ouster, this role essentially reverted to the Shah.

With Ali Amini’s premiership (May 1961 to July 1962), there was a short interlude in the established Shah–government relations. Economic decision-making became almost a consensual activity between the Shah and his prime minister. Amini’s economic policies and proclivities, among other factors, ultimately led to a fallout with the Shah. The two men clashed over the military budget of 1962–1963 and over Amini’s anti-corruption campaign against the Shah’s military brass and figures close to him.

With Amini out of the picture, and up until the 1979 revolution, apart from Shapour Bakhtiyar’s short term in office, prime ministers, ministers, general directors of banks, and other government organizations, including the Plan Organization, were merely implementors of His Majesty’s designs.

Government initiatives and projects were brought before the parliament as bills, were “debated”, and made into laws. However, the outcome of parliamentary procedures was always predetermined. Hand-picked and well-vetted members of parliament never challenged, or God forbid, rejected bills brought before them. Members of the parliament knew that a bill would not come to the parliament unless it had the Royal blessing, and as such, it was irrefutable.

Instead of going through the parliament, certain military expenditures were discussed in cabinet meetings, ratified by the ministers, and thus became legally binding decrees (tasvibnameh). In cases where ministers expressed doubts about such expenditures, the prime minister would prevent discussion and dissent, and for reason of state, would push through the ratification of the expenditures without a legally sanctioned due process.

Amir-Abbas Hoveyda, who was prime minister for almost thirteen years (January 1965 to August 1977), believed in “the political line established by the leader [Shah] and did his utmost [to follow that line]”. Hoveyda was convinced that “one should act according to whatever seemed expedient or good to the Shah”2 – all this to say that government initiatives from the 1960s were hardly distinguishable from royal initiatives.

The Shah’s Boundless Agency

The Shah had specific economic areas of interest in which he played a direct role. His personal purview was strategic industrial projects, such as oil, petrochemicals, steel, aluminum, copper, armaments, and nuclear power. For each of these domains, the Shah created an independent organization and structure, and in most cases, neither prime ministers nor ministers were knowledgeable about their goings-on or involved in decision-making concerning them.3

The Shah’s personal decisions and interventions in the economic realm also belonged to this latter category, with often significant adverse social consequences. These included the Shah’s decision to reduce the cost of living in June 1965, his anti-profiteering decree and anti-corruption campaigns of August 1975, and his establishment of the Royal Commission (komisiyon-e Shahanshahi) of October 1976, a watchdog to supervise economic activities and developments in the country.

Besides the Shah’s involvement with the Iranian economy through direct engagement and through his government, he also played an active role through a financial giant initially registered as an endowment. The Shah’s Pahlavi Foundation pursued economic interests in the Iranian economy. It held an array of assets, including large tracts of land. These businesses ranged from import monopolies, banking, insurance, and factories to shipping, hotels, and housing projects. The Foundation founded some of these enterprises; some were transferred to it, some partnered with other businessmen, and some were holdings. While the Shah pushed his vision of economic development and modernization with national objectives through the Iranian government and his initiatives through the Pahlavi Foundation, he pursued interests that he believed had public welfare benefits.

Finally, the Shah sometimes made economic decisions that caused ambiguity as to whose interests they were maximizing. These interventions neither benefited the country nor himself directly. They seemed akin to gifting Iran’s resources to others. Was he more equal than others in Iran, or did he believe he owned the country? This ambiguity further blurred the Shah’s public and personal economic motives. When the Shah instructed the government to ensure the private interests of specific individuals, his assertions about prioritizing Iran’s economic development and modernization became doubtful.

At the High Economic Council of 15 August 1965, the Shah enquired about the economic proposal made by the Kermit Roosevelt Group, requesting that areas in Jiroft and Minab be entrusted (dar ekhtiyar) to his firm for agricultural development purposes. Safi Asfia, the director general of the Plan Organization, informed his majesty that since negotiations were advancing with the French on agricultural development in the Jiroft and Minab region, the Plan Organization suggested the Hamedan region to Roosevelt.

Everyone around the table must have known why the Shah insisted on giving a project to Kim Roosevelt. Kim (Kermit) Roosevelt, the CIA operative instrumental in the 1953 coup against Mosaddeq, had since become a close friend of the Shah. The Shah was gifting him an agricultural project for his services rendered twelve years earlier. The problem, however, was that Roosevelt was an oilman working for Gulf Oil, a consultant to American Companies doing business in the Middle East, and later an arms dealer. There was no record of his prior experience in agricultural development.

Nevertheless, the Shah ordered “the Ministry of Water and Electricity and Plan Organization to study the project and report their findings to him”.4 Three months later, Mansur Rowhani, the Minister of Water and Electricity, informed the Shah that Roosevelt had been entrusted the Jiroft and Minab agricultural development project, except for dam building in the area, which had been contracted to the French. The contract with Roosevelt included a $2 million preliminary study fee and an eventual $25 to $30 million to implement the project. The Shah subsequently instructed that the contract be signed as soon as possible and added that “this project will be beneficial to the output of the region and the export of agricultural goods.”5

How influential individuals with no relevant expertise obtained lucrative contracts in fields unrelated to their business expertise or experience is inexplicable unless it is assumed that the Shah doled out favors to whomever he wished. The baffling news in May 1958 that Bahram Shahrokh had obtained the 200 million rial contract to construct the Shahnaz Dam near Hamedan was another such case.6

Shahrokh, the managing director of the privately owned Hamedan Irrigation Company, was anything but an engineer or a technical expert. He was a mysterious character who worked for the German propaganda machine during the Second World War, running their Persian radio program from Berlin. After the war, the pro-Nazi Shahrokh switched sides and, in November 1950, became the director general of the Office of Propaganda and Publications while working for the publication office of the Anglo-Iranian Oil Company. At the time, it was the Shah who had demanded that Shahrokh become the director general of Iran’s Office of Propaganda and Publications.7

The Expanding Private Sector

The post-1953 period witnessed the growth and increasing importance of the private sector in economic modernization. Individuals’ business foresight fueled the rise of a modern capitalist class. As the economy transitioned from traditional to modern, profit-seekers and entrepreneurs distinguished themselves through their talent and business acumen in their respective fields of activity.

Before 1953, private initiative had produced successful merchants and entrepreneurs such as Mohammad-Taqi Barkhordar, Mohammad Namazi, Habibollah Sabet, Mohsen Azmayesh, Mahmud Khalili, Habibollah Elqaniyan, Mahmud Lajevardi, Mohammad-Jafar Kazeruni, the Arjomand brothers (Khalil, Eskandar, and Siavosh), Hoseyn Qasemiyeh, Mostafa Alinasab, Mohammad Khorram, Gholamreza (father) and Fereydun (son) Darugar, and the Kuros brothers (Kazem, Isa, and Hasan).

From 1953, the home market expanded due to increasing oil revenues, government expenditure, and the injection of US capital. The expansion in the extent of the market meant increased demand for goods and services, especially consumer goods, both durable and non-durable. More significant opportunities for successful businesses presented themselves, while low-interest government loans and the safety of deferred repayments at times of difficulty reduced investment risks. During this period, the mushrooming government projects benefited those entrepreneurs and contractors who obtained government contracts for building roads, airports, dams, and government buildings. Thus, the private sector became actively involved in Iran’s economic growth.

From the late 1950s, the socio-economic environment witnessed a surge in the activities of private entrepreneurs, transforming the lifestyle of Iran’s urban dwellers. The boost in private sector activity was largely aided in 1957 by the government’s injection of funds. Light industries produced new and better-quality durable and non-durable consumer goods for homes and offices, bringing ease, variety, and color to urban life.

Services evolved, shaping tastes, changing eating, clothing, shopping, entertainment, and recreational habits and venues. The neutralized press did not engage in meaningful political debates, but through its growing advertisement volume for new goods and services it widened consumer horizons and propagated consumerism. The increasing number of private banks provided new financial outlets and competitive services. All those individuals who innovated, took risks, invested their private money, and threw their back into creating and managing the businesses that mushroomed in post-1953 Iran were also the mid-wives of modernization.

The Iranian economy, however, was far from a classical laissez-faire system. It was what the Shah called a “guided” capitalist system in which the state, through its monetary and foreign trade policies, directed and supported capitalists to invest in fields deemed necessary for the national economy. The mass of small shopkeepers, bazaaris, workshop owners, and manufacturers, who operated in a perfectly competitive market and did not benefit from any special government assistance or support, constituted the bulk of Iran’s business community.

A numerically small but financially powerful group of participants in Iran’s guided capitalism were mutants or hybrids. This important sub-category was revitalized between 1957 and 1958. This hybrid businessman was not a typical Western entrepreneur who would take a calculated risk on his novel idea and gamble his savings in the hope of a handsome profit. This type of Iranian capitalist was both innovative and state-supported. The most successful among them were commercial, industrial, and banking capitalists.

These agents of economic modernization received a significant helping hand from their connections with the court and key government personalities, such as economically influential ministers and state banks. Some new mutant capitalists may have been less successful and affluent had they not obtained state-allocated financial privileges and benefits. However, to their credit, most of these state-supported capitalists used their advantages to establish well-managed and profitable enterprises.

These 1957 to 1958 enterprises were highly capital-intensive, as they imported all the machinery from industrially advanced countries, which was not necessarily the most suitable strategy for a labor-abundant country such as Iran. Yet, they generated employment, paid out wages, created revenue, added to the demand for other enterprises, and further expanded the market. Moreover, there were those capitalists among the recipients of state financial favors who used their loans for speculation on land; some never paid back their debt and some went under. In other words, these state-supported capitalists’ success was not solely down to the state’s favorable terms, it also depended on their own business acumen.

It was not unusual for members of the royal family or key decision-making government officials to sit on the boards of private enterprises. This allowed them to decide on import permits, tax, or customs duty exemptions. Such connections, partnerships, or associations guaranteed particular businessmen loans and credit from government sources, which in the 1950s was very hard to come by. The factor determining why credit would go to one capitalist and not to the other was not necessarily based on the merits of a project but on a businessman’s access to political power. There were, however, also those entrepreneurs who were not politically connected and did flourish through their independent and exclusive private initiatives.

US: A Different Actor

The significant involvement and activity of various American missions in Iran marked the post-1953 modernization experience. A few of these
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