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 Int. J. Middle East Stud. 12 (1980), 303-317 Printed in the United States of America

 Khosrow Fatemi

 THE IRANIAN REVOLUTION: ITS IMPACT ON

 ECONOMIC RELATIONS WITH THE UNITED

 STATES

 I, on this auspicious day . . . announce the founding of the Islamic Republic of
 Iran. This day shall be known as the first day of rule of Allah in Iran.

 Ayatollah Rouhollah Khomaini
 April 1, 1979

 The international political implications of the Iranian revolution will not be
 known for many years to come, and American foreign policy makers and pun-
 dits will debate the question of "who lost Iran" long after that. Even the inter-
 national economic implications of the revolution will not be fully realized, or
 recognized, in the near future. It is, however, already amply clear that the fall
 of the Shah has had profound consequences on Iran's economic and trade rela-
 tions with other countries, in general, and with the United States in particular.
 It is to the latter issue that this essay addresses itself.

 It is generally believed that the climax of American economic involvement in
 Iran came in 1978 when:

 American investments in Iran exceeded $682 million.

 The number of Americans working and living in Iran approached 50,000.
 The military purchase/commitments from U.S. manufacturers amounted to over $12

 billion.

 The United States became the second largest supplier of Iran's nonmilitary imports
 totaling $12.7 billion.

 Despite this logistic, even if imbalanced, entanglement of the economics of
 the two countries by 1978, all indications are that the incremental trend had not
 peaked; and, that in the coming decade we would have witnessed even further
 integration of the two countries, or, as some would maintain, greater submis-
 sion of the Iranian economy to American interests.

 Part of the phenomenal, if overburdening, growth in the relations between
 the two countries during the last few years was the result of the implementa-
 tion, almost exclusively by Iran, of an agreement signed between the two coun-
 tries in I976 which projected an annual non-oil, non-military trade between the
 two nations of some $15 billion by I981, nearly all of it in the form of U.S. ex-
 ports to Iran.'

 ? 1980 Cambridge University Press oo20-7438/8/o030303-15 $02.50

This content downloaded from 
�������������130.56.64.101 on Thu, 16 Dec 2021 16:22:14 UTC������������� 

All use subject to https://about.jstor.org/terms



 304 Khosrow Fatemi

 While American economic involvement in Iran was total, and included all as-
 pects of the Iranian economy, the interrelationship was most conspicious in
 four sectors: the military, the oil industry, the banking industry, and the capital
 goods market. A fifth sector, agricultural and consumer goods, could be added
 to this list and will be treated accordingly. Owing to the nature of this sector,
 that is, the dominant global position of U.S. agricultural production, and Iran's
 heavy reliance on food imports, no major changes in this sector are anticipated.

 THE MILITARY

 In the mid-I96os the British government, faced with severe economic prob-
 lems, especially budgetary and balance-of-payments deficits, announced its in-
 tention to withdraw its military forces from east of Suez, including the Persian
 Gulf, by 1971. Following the announcement of the pending British withdrawal
 from the Persian Gulf, the Shah, probably with the dream of revival of the Per-
 sian Empire in the back of his mind, declared that the security of the Persian
 Gulf region was the responsibility of its littoral states and cautioned against any
 superpower attempts to fill the power vacuum to be created by the forthcoming
 British withdrawal. He, then, volunteered his armed forces as the new gen-
 darme of the Persian Gulf. In this venture the Shah was not only supported by
 the United States and other Western countries who were, in effect, the bene-
 factors of this new arrangement; but also, by the Soviet Union, potentially the
 greatest beneficiary of any instability in the region.
 In the earlier stages, that is, until 1972, the raison d'etre of Iran's military

 buildup was to keep the crucial oil routes of the Persian Gulf free from any dis-
 ruptions. Considering that over 20 million barrels of oil pass through the Per-
 sian Gulf every day, the West's willingness to support the Shah's efforts to
 keep the oil running was plausible; and, considering that oil was the backbone
 of Iran's economy, the Shah's endeavors to keep the Persian Gulf stable and
 under control were seemingly justifiable. Following the 1973-74 oil price in-
 creases, however, the picture changed drastically and the Shah began talking of
 grander designs including his plans to make Iran the world's strongest nonnu-
 clear military power.2
 The inventory of the Shah's arsenal which had begun in modest terms, soon

 began to look like the Jane's Directory of Modern Weapons (table I). Iran's
 military budget registered astronomical increases reaching almost $io billion by
 fiscal year 1978-79 (beginning on March 21) and the country's military pur-
 chases from the United States expanded even more rapidly reaching $5.8
 billion by 1977 (table 2). By mid-1978 it became abundantly clear that Iran was
 unable to meet its parallel budgetary increments in both economic development
 and military expenditures. Review of Iran's development plans, both military
 and economic, while under consideration earlier, became absolutely essential
 when Sharif-Emami's government adopted, and implemented, in September
 1978, its appeasement policy of acceding to every economic demand of the
 striking government workers. Among the first projects to be in danger of cur-
 tailment were foreign military procurements and nuclear power plants. Several
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 TABLE I A selected list of Iran's American-made arms

 Manufacturer and product Delivery Source"

 McD-D F4E Phantom fighters
 McD-D F-4E Phantom fighters
 McD-D RF-4E Phantom tactical recon-

 naissance

 Northrop F-5E Tiger II fighters
 Northrop F-5F trainers
 Grumman F-I4 Tomcat fighters
 Gen. Dynamics F-i6 fighters
 Lockheed P-3C Orion anti-submarines
 Lockheed P-3C Orion anti-submarines
 Lockheed C-130 transports
 Lockheed KC-I35 tankers
 Boeing 707-320-C tanker-transports
 Boeing 707-39JC tanker-transports
 Boeing E-3C Airborne Warning and

 Control aircraft

 Airborne Reconnaissance and Ground
 Process Systems

 Beech F33C Bonanza Light craft

 Bell AH-I J Sea Cobra gunships
 Bell 214 utility
 Bell 214C utility
 Sikorsky S-65As
 Sikorsky RH-53Ds
 Boeing CH-47s
 Bell-Agusta 206 Jet Rangers
 Bell-Augusta 212s
 Boeing Meridionali CH-47C Chinooks
 Boeing Meridionali CH-47C Chinooks

 Hughes AIM-54A Phoenix AS
 Hughes AGM-65A Maverick AS
 Raytheon AIM-9J Sidewinder AA
 Raytheon AIM-7 Sparrow AA
 McD D AGM-84A Harpoon AS & ShS
 Hughes BGM-7IA TOW anti-tank
 Hughes TOW anti-tank (partial produc-

 tion in Iran)
 McD-D FGM-77A Dragon anti-tank
 Raytheon Improved HAWK Surface to

 Air system

 Ex-US Navy destroyers
 Ex-US Navy submarines
 Mk. 46 torpedoes

 1974-5

 1976-7
 (1976)

 SIPRI 75/6
 SIPRI 75-7
 SIPRI 77

 1974-76 SIPRI 75-7
 1976 SIPRI 76-7
 1976-78 SIPRI 75-7
 (1979-) AWST 6/13/77
 1975 SIPRI 75/6
 1977 SIPRI 77
 1974 SIPRI 75

 MB 75-6
 1974 SIPRI 75
 1976 SIPRI 77

 SIPRI 76

 OMC

 1974-5 SIPRI 79

 1974-1 SIPRI 75
 1975-7 SIPRI 75/6
 1977-8 SIPRI 77
 1975 SIPRI 76
 1976-7 SIPRI 77

 MB 77-8
 SIPRI 75/6

 1976-7 SIPRI 75/6
 1974 SIPRI 75

 SIPRI 75/6

 1976-8 SIPRI 75/6
 1974-5 SIPRI 75
 1976-8 SIPRI 77
 1976-7 SIPRI 77

 SIPRI 75/6
 1974-7 SIPRI 75-7

 OMC

 (1977)
 MB 77-8

 1978 SIPRI 76
 1975-6 SIPRI 76

 SIPRI 76

 a SIPRI, Stockholm International Peace Research Institute Yearbook; AWST, Aviation Week and
 Space Technology; MB, Military Balance (annual from International Institute for Strategic
 Studies, London; OMC, OFfice of Munitions Control, State Department). See Middle East
 Research and Information Project (MERIP) Report No. 71, p. 22.

 Source: M. Klare and D. Volman, Arms Trade Data (Institute for Policy Studies, 1978), pp. 9-10.

 Quantity

 Aircraft

 I08

 36
 12

 141
 28

 8o

 I6o

 6

 3
 12

 6

 6

 7

 7

 2

 31

 Helicopters
 202

 287
 39
 6

 6

 50

 91
 6

 I6

 22

 Missiles

 280

 2,500+

 754

 516
 222

 6,200

 300

 634

 Naval

 6

 3

 414
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 306 Khosrow Fatemi

 TABLE 2 United States military sales to Iran, I950-1979
 (In thousands of dollars)

 Government-to-government
 Foreign Military Sales (FMS)

 Fiscal year Agreements Deliveries Commercial

 1950-66 292,494 47,292
 1960-66 5,905

 1967 I43,873 38,866 2,022
 1968 69,038 56,717 5,147
 1969 251,573 94,881 10,084
 1970 II3,I54 127,717 9,8II
 1971 396,841 79,352 27,059
 1972 519,II0 214,807 36,975
 1973 2,157,355 238,633 I9,421
 1974 4,373,225 510,347 35,322
 1975 3,020,979 956,372 49,410
 1976 I,688,381 1,466,767 107,943
 1977 5,803,079 2,245,899 121,500
 1978 (est.) 3,000,000 - 131,000
 I979 (est.) 2,625,000 - I4I,000

 Total 24,454,102 6,718,270 702,599

 Sources: For 1950-1975, US Arms Policies in the Persian Gulf and Red Sea Areas, Report of Staff
 Survey Mission to Ethiopia, Iran and the Arabian Peninsula, House Committee on International
 Relations, Dec. 1977, pp. 135-136; For 1976-I979, Department of Defense, Security Assistance
 Program, Congressional Presentation Document FY 1979. See Middle East Research and Informa-
 tion Project (MERIP) Report No. 71, p. 23.

 reports of cancellations surfaced during the ensuing months culminating in the
 announcement on February 4, 1979, of cancellation of orders for more than
 $7.0 billion in U.S. weapons.3 The coup de grace, however, came after the rev-
 olution when Iran announced cancellation of the rest of the military purchases.
 This brought the total to about $12.5 billion (table 3).
 No exact figures are available to indicated how much of this total figure in-

 volved lost sales, that is, cancellation of contractual orders that were in produc-
 tion; and how much of it was lost opportunity, that is, cancellation of agreed
 upon, but pending orders. In any event, one can surmise that the Iranian revo-
 lution resulted in a net loss of $I2.5 billion in military hardware sales, plus a
 residual loss of approximately $I-2 billion in spare parts sales.

 THE OIL INDUSTRY

 The oil industry has traditionally played a dominant position in the political
 and economic affairs of Iran. Furthermore, until recently, there has always
 been substantial foreign involvement in every phase of it. This unique position
 notwithstanding, the conclusions drawn in this section are generally applicable
 to all other industries as well.
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 Iranian Revolution: Economic Relations with United States 307

 TABLE 3 Cancelled/defaulted military purchases by Iran,
 October 1978-June 1979

 Price

 (in millions
 Equipment Manufacturer Number of dollars)

 I. F-16 Fighters General Dynamics 140 2,500
 2. F-i6 Fighters General Dynamics i60 3,200
 3. F-4E Fighter-Bombers McDonnell Douglas 31 350
 4. Shrike Air-to-Surface Missiles Texas Instruments 1,000 105
 5. F-I4 Fighters Grumman 70 1,750
 6. Airborne Warning and Command

 System (AWACS) Boeing 7 1,200
 7. Spruance Class Destroyers Litton Industries 2 8oo
 8. Helicopter Production Plant Textron Inc. I 575
 9. Phoenix Air-to-Air Missiles Hughes Aircraft 400 00oo
 o1. RF4E Reconnaissance Planes McDonnell Douglas 16 219
 11. M48M Tanks Reconstruction Plant Harsco I 80
 12. Miscellaneous Missiles, other weap-

 onry and training Different Companies 752
 13. Miscellaneous Naval Weaponry Different Companies - 350
 I4. Naval Construction Project Planning Research I 30
 15. Construction Project Harris Corp. I 65
 I6. 747 Military Transport Boeing Corp. 4-5 200

 Total 12,476

 Sources: Numbers I, 3, and 4: New York Times, December 22, I978.
 Number 2, 6, and 7: The Wall Street Journal, February 5, 1979.
 Number 5: Los Angeles Times, March 3, 1979, for the price, and November 3, 1978,
 for the quantity.
 Number 8: The Wall Street Journal, December 28, 1978.
 Number 9: New York Times, December 12, 1978, for the price, and The Wall Street
 Journal, February 6,1979.
 Number IO: US News and World Report, February 19, I979.
 Number I : The Wall Street Journal, November I, 1978.
 Number 12, 13, and 16: The Wall Street Journal, November 3, 1978.
 Number 14: The Wall Street Journal, March 14, 1979.
 Number 16: Author's estimate.

 Number 15: Author's estimate.

 Before the Revolution

 The West in general, and the United States in particular, profited from the
 Iranian oil industry in both tangible and intangible ways. The tangible benefits
 included, inter alia, employment and investment opportunities, and special dis-
 counts granted to the Consortium Members.4 The intangible benefits of Iranian
 oil were the security of supply and the moderating behavior of the Shah within
 OPEC.

 Foreign employment. Foreign employment in the Iranian oil and related in-
 dustries in the summer of 1978 was around 3,000, one-third of which were
 Americans.
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 308 Khosrow Fatemi

 Foreign investment. According to U.S. Department of Commerce figures,
 total investment of American companies in the Iranian oil industry was $457
 million.5 American oil companies owned 40 percent of the Consortium and
 were partners in three other joint venture-producing companies.6

 Special discounts. The Sales-Purchase Agreement reached between Iran
 and the Consortium Members in I972 included two provisions distinctly favor-
 able to the latter. Under a revised version of one of these provisions, the Con-
 sortium Members were entitled to a discount of 22 cents for every barrel of Ira-
 nian oil exported by them.7 The dollar value of this discount even during the
 glut of early 1978 - when companies were, to the utmost disdain of Iran, reduc-
 ing their purchases of Iranian oil - was $770,000 per day or $280 million for the
 year, of which American companies received close to $120 million.8 While not
 easily quantifiable in monetary terms, the intangible benefits of oil policies of
 prerevolution Iran, security of supply and moderating role in OPEC were sub-
 stantial and indeed more significant than the tangible benefits.

 Security of supply. The Shah had repeatedly declared that his government
 would not use oil as a weapon and would not mix oil and politics. Events since
 his downfall have well illustrated the significance of this pledge. Iranian oil,
 once the most secure source of supply, has become a de facto tool of diplo-
 macy. Also significant was the Shah's willingness to sell oil to Israel and South
 Africa.

 The Shah's moderating role in OPEC. While he was one of the main forces

 behind OPEC's price increases in the early 1970s, the Shah, probably realizing
 the dangers of haphazard and wreckless price increases, gradually became a
 moderating force within OPEC. His "indexation" system, had it not been re-
 jected by the industrialized countries, would have given oil prices some degree
 of graduality.9

 After the Revolution

 Very little information is available on the status of the oil industry in postrev-
 olution Iran, and what is available is scattered and highly unreliable.10 Iran's
 new oil "policies" as provided by various sources indicate the following
 changes since the revolution.

 Foreign employment. Even though no reliable figures are available as to the
 number of expatriate employees of the Iranian oil industry, most likely, few of
 the 3,000 such employees are still in Iran.

 Foreign investment. The status of foreign investors in the Iranian oil indus-
 try is very unusual." Theoretically, in compliance with the most-favored-na-
 tion clause of the 1972 agreement, the Consortium Members were required to
 pay 40 percent of any investment in the Iranian exploration and production fa-
 cilities. In reality, however, because of disagreements that developed between
 Iran and foreign oil companies, the latter, contending that the National Iranian
 Oil Company had negated the I972 agreement by exporting more than the
 amount allocated to it by the agreement, refused to make any investment pay-
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 Iranian Revolution: Economic Relations with United States 309

 ments. The NIOC countered by making all the investment and charging the oil
 companies interest for their portion, 40 percent of the amount involved. As a
 result, the oil companies never had all the usual rights and privileges of an in-
 vestor. They exercised their control not by equity but rather by virtue of their
 exclusive control of purchasing and monopoly of providing technical advice
 and assistance to NIOC.

 Unrelated to the above, the oil companies began an acceleration process of
 amortization on their assets in Iran long before the revolution; to the extent that
 by 1978 their undepreciated investment in Iran was a very small percentage of
 the total value of Iran's oil industry assets, and an even smaller percentage of
 their revenues from their operations in Iran. Nevertheless, more than $400 mil-
 lion is involved and as of this writing no information is available as to the actual
 status of this investment.

 Security of supply. Probably the sharpest contrast between pre- and post-
 revolution Iran is manifested in the area of supply, where Iran's position has
 been completely reversed. Not only has Iran repeatedly threatened to use the
 "oil weapon" itself, Mr. Khomaini has frequently urged other Muslim nations
 to do likewise and stand up against "western infidels." This is, of course, not
 taken very seriously at this early stage; but recent pro-Iran or anti-United
 States demonstrations in Saudi Arabia, Kuwait, and Libya, all major oil pro-
 ducing countries, should not go unnoticed. While it would be incorrect to as-
 sume that all these events are the result of Mr. Khomaini's success in convert-

 ing his differences with the United States into an Islamic jihad against the
 Western powers, it would be as incorrect to assume that Mr. Khomaini does
 not have fanatic supporters outside Iran who view him as an Islamic Messiah or
 a modern day Robin Hood.

 An additional complicating factor in the evaluation of security of supply of
 Iranian oil is the degree of control that the Tehran regime has over the actual
 implementation of any production policies it might have. There have been nu-
 merous reports of sabotage as well as labor unrest in the oil-producing re-
 gions. 2 From the little information available on the mood of the Iranian oil
 workers in Khuzistan, it seems that their position vis-a-vis oil production and
 marketing is even more radical than that of the Tehran regime.13

 Should this be the case, the oil workers' support of the regime's noncompro-
 mising stand against the West would evaporate once economic realities in Iran
 force the government to take a more moderate - and rational - political stand.
 In this context different intervening variables such as active political, ideologi-
 cal, and racial groups, inter alia, Iran's communist party, the Tudeh, and Ira-
 nian Arabs should also be taken into consideration. While Tudeh's support in
 other parts of the country is sparse, some oil workers seem to have been at-
 tracted by its ideological doctrinaire. Moreover, many oil workers, particularly
 the unskilled, are of Arab origin and followers of the Sunni sect of Islam, and
 have always been unhappy over their political, social, and economic subser-
 vience to the Persians. Mr. Khomaini's new constitution adds religious inferi-
 ority to the Iranian Arab's causes of rebellion. Despite of, or maybe because of
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 310 Khosrow Fatemi

 the above, the discontent among, and alignment of, Iranian oil workers has not
 thus far been a viable factor in determining Iran's oil production and marketing
 policies.

 Iran's new position in OPEC. Iran's new position, while never formalized
 or stabilized, seems to be in line with those who advocate high price increases
 in every OPEC meeting. This has indeed shifted the power balance of OPEC
 against the moderates and has resulted, and will continue to result, in higher
 price increases than before.14

 Probably more detrimental to the world's energy balance, however, has been
 Iran's sales in the volatile spot market. While price increases are indeed dam-
 aging to the international oil equation, they are usually infrequent and almost
 always predictable. Spot sales, on the other hand, are very erratic and spot
 market prices vary daily, thus making any planning by the consuming nations
 or the oil companies impractical.

 Finally, it is very ironic that in the same context that the United States's inabil-
 ity to increase domestic production in the early I970S furnished OPEC with the
 leverage it needed to dictate its oil policies to the consuming nations, Saudi
 Arabia's inability to increase its production but marginally in 1979 seemed to
 have provided Mr. Khomaini with the leverage he needed to try to dictate his
 policies to the consuming nations.15 Through sheer naivete or simple incompe-
 tence, however, the Tehran regime lost its strong position in OPEC when Iran's
 oil exports dwindled to less than one million barrels per day in the first half of
 1980, down by more than 80 percent from the average level of the early and
 mid- 970s.

 THE BANKING SYSTEM

 The systematized relationship that existed between the United States and
 Iranian banking systems prior to the revolution is an example par excellence of
 the overall interdependence of the economics of the two countries and specifi-
 cally of the logistical dependence of the Iranian economy on the United States.
 The significance of the association was not so much the billions of dollars in-
 volved and the income it generated for the American banking system, but the
 very important role it played in facilitating the growth of overall American eco-
 nomic involvement in Iran.

 Capital Exposure of American Banks in Iran

 At the time of the Revolution, it was estimated that twelve major U.S. banks
 had a total capital exposure of $2.2 billion in Iran (table 4). Most of this was in
 the form of direct loans to Iranian government or semigovernment banks such
 as the Agriculture Development Bank of Iran or the Industrial and Mining De-
 velopment Bank of Iran. Furthermore, most of these loans were either guaran-
 teed by the Central Bank of Iran or had no guarantees at all. Had it not been for
 President Carter's decision on November 14, 1979, to freeze the assets of the
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 TABLE 4 Credit exposure of American banks
 in Iran as of February I979

 Group A: $200 million or more
 Citibank, New York
 Chase Manhattan Bank, New York

 Group B: Between $ioo and 200 million
 Chemical Bank, New York
 First National Bank, Chicago
 Manufactureres Hanover Trust Company, New York
 Morgan Guaranty Trust Company, New York
 Bank of America, San Francisco

 Group C: $ioo million or less
 Wells Fargo Bank, San Francisco
 Security Pacific National Bank, Los Angeles
 First National Bank, Boston
 Western Bancorp., Los Angeles
 Crocker National Bank, San Francisco

 Estimated Total: $2,200 million

 Source: The Wall Street Journal, February 9, 1979.

 Iranian government in the United States, the declaration on November 23,
 I979, by Iran to default on its foreign commitments, including loans by the
 American banks, could have had serious repercussions for some U.S. banks.
 The President's decision provided the collateral to ascertain that Iran's debt to
 U.S. banks is not defaulted.

 Direct Investment by U.S. Banks in Iranian Banking Institutions

 Before the Revolution, there were thirty-seven banks in Iran, thirteen of
 which had foreign partners. The total book-value of foreign investment in the
 Iranian banks amounted to about $75 million, out of which a meager sum of $25
 million was held by four American banks: Bank of America, Chase Manhattan
 Bank, Citibank, and the Continental Illinois Bank of Chicago.

 U.S. Banks' Income from their Operations in Iran

 The income generated by U.S. banks in Iran came from three main sources:
 Interest. Considering the magnitude of the loans involved ($2.2 billion) and

 assuming a 10 percent interest rate, this would amount to $220 million per year.
 Banking services. The level of income generated from banking services

 such as money transfers and loan arrangements, while substantial, cannot be
 accurately determined.

 Return on investment. Based on a 20 percent return on the book value of
 their investments in Iranian banks, this would amount to a nominal $5 million.
 The above monetary considerations notwithstanding, a macro-analysis of U.S.-
 Iranian relations would indicate a bifunctional role for the American banking
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 312 Khosrow Fatemi

 institutions in Iran, that is, first to provide the Iranian banking system with the
 proper channels needed to "recycle" Iran's petrodollar billions; and second, to
 provide logistics for overall U.S. involvement in Iran.

 THE CAPITAL GOODS MARKET

 In October I977, the U.S. Department of Commerce published a survey of
 U.S. business opportunities in Iran.16 According to this survey:

 Iran's capital goods market was to grow at about 17 percent per year reaching $I3.4
 billion by I980.
 While Iran's domestic production of capital goods was expected to grow at substan-

 tially higher rates, by 1980 only 30 percent of a total of about $4.0 billion could be locally
 produced.

 In I975 the United States controlled 28 percent of Iran's capital goods market. Even
 though this ration was expected to decrease to I8 percent, in absolute terms U.S. ex-
 ports of capital goods to Iran were to increase gradually to $1.66 billion in 1980.17

 The transportation and construction industries were to be the main contributors, to-
 gether accounting for more than 60 percent of the total market.

 The revolution has introduced some major conceptual changes in the struc-
 ture of the Iranian economy. These revisions, along with modifications intro-
 duced in the implementation of remaining economic projects, have manifested
 themselves in many ways, including:

 Resetting of development goals. The new regime's declared objective of
 making Iran agriculturally self-sufficient and its shelving of most of the Shah's
 industrial projects have had a great impact on the format of Iran's capital mar-
 ket. Some substantial losses notwithstanding, the United States seems to have
 been less affected in this area than many of its European competitors. This is
 because high on the list of scrapped projects were nuclear power plants at an
 estimated annual cost of $2.4-3.2 billion for the next 25 years and in which the
 United States was not a participant.

 Reluctance of the private sector to make any commitment. The new re-
 gime's economic modus operandi, including the expropriation of assets of the
 country's fifty-one richest industrialists and nationalization of the country's
 banks and insurance companies, has all but eliminated any potential invest-
 ments in the capital goods market by Iran's formerly prospering private sector.
 Construction is the most seriously affected industry, but others such as tex-
 tiles, business services, and food processing are also in critical trouble.

 Labor takeover of plants. Many manufacturing plants have, since the revo-
 lution, been taken over by labor councils. In the unlikely event that the legal
 owners of these plants are still in Iran and permitted to enter into what used to
 be their property, they will not be willing, and in many cases able to make any
 new investments.

 Shortage of professionals. In the weeks that preceded or followed the revo-
 lution, Iran lost the elite, if not the majority of its professional technocrats and
 managers. Even though the impact of their loss will not be fully realized until
 Iran's ailing economy recovers; even under the present adverse circumstances,
 their absence is felt in both the public and private sectors.
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 Iranian Revolution: Economic Relations with United States 313

 The result of all the economic changes, conceptual as well as functional, that
 the revolutionary regime has introduced in Iran is to reduce Iran's forecasted
 $13.4 billion capital market in I980 to a small fraction of that figure. In fact,
 despite the unavailability of any information, it is believed that Iran's net aggre-
 gate investment in I979 was negative and all indications are that this will be
 repeated in I980.

 While economically, the American manufacturers and exporters were able to
 remain competitive in the Iranian market during most of I979, the political real-
 ities of new Iran seem to dictate a turn for worse in 1980. It is improbable, if not
 impossible, that the United States will export to Iran even 10 percent of the
 $I,663 million forecasted only one year ago. That would indicate an annual loss
 of at least $I.5 billion in potential sales by U.S. manufacturers.

 CONSUMER PRODUCTS

 The revolution's impact on the consumer products sector will be minimal
 and, once revolutionary rhetorics give way to rational consideration of the
 problem, the net result of the revolution on U.S. exports of agricultural prod-
 ucts and consumer goods to Iran might indeed be positive.'8 Despite repeated
 claims of "economic independence," in reality Iran's relative economic depen-
 dence on outside help for food and consumer goods has rarely been as high as it
 is today.'9 The Shah's overly ambitious economic development plans, and the
 "industrialization at any cost" philosophy of his regime, bear much of the fault
 for this situation. The unproductivity of postrevolution Iran, however, has
 done little to alleviate this problem and much to aggravate it. The reality of the
 Iranian economy is that mass immigration of Iranian farmers into cities and
 towns during the I965-1975 period all but left Iranian villages uninhabited and
 agricultural production untenable. The immigration of the elite of Iran's profes-
 sional managers and technocrats, in the months immediately preceding and
 succeeding the revolution, has all but brought the same fait accompli to the
 country's industries and mines and as well as to the governmental machinery.
 To aggravate the situation further, whatever is left of the country's labor force
 spends much of its time demonstrating for the revolution or against its ene-
 mies.20 The Iranian economy simply is not, and judging by Mr. Khomaini's per-
 formance thus far, will not, in the predictable future be a self-sustaining entity.
 Mr. Khomaini's solultion to Iran's economic problems, such as scattered but

 frequent shortages of food and other essentials, has been to preach against their
 consumption. While the more fanatic elements of Iranian society might have
 accepted the philosophy that washing detergents or washing machines are
 "symbols of Western decadence" and thus to be rejected, this idea cannot be
 sold to the masses. Sooner or later Mr. Khomaini and his regime will have to
 come up with economically viable solutions to Iran's economic problems.
 Since a complete reestablishment of all production facilities is time-consuming
 and highly unlikely, importation seems to be the only short-term solution.
 Should this prophecy materialize, the United States would stand to gain. Total
 U.S. exports of consumer products, mostly food, to Iran in 1977 were esti-
 mated at over $i billion. It was reduced during 1978 because of the strikes and
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 civil strife which preceded the revolution, but increased to about $700 million in
 1979. Iran used to purchase between 50 and 75 percent of its imported rice,
 wheat, and cereals from the United States, and despite mounting political prob-
 lems between the two countries at the present time and repeated attempts by
 the Iranian authorities to permanently alter this relationship, evidence seems to
 suggest that, once the current political crisis is over, the dominant position of
 the United States in this market will be restored.

 CONCLUSIONS

 The quadrupling of oil prices in I974 gave the Shah's grandiose objective of
 making Iran a regional military and industrial power some meaningful credence
 and respectability. It also provided Iran with an additional $17.0 billion to bring
 that goal to reality. In pursuing such objectives Iran needed a partner to supply
 it with technology, capital goods, know-how, and modern weapons to develop
 the country's economic and military infrastructure. For economic political, and
 geopolitical reasons the United States was the logical choice.
 The benefits of this new reltionship were substantial and, indeed, mutual,

 for:

 Iran needed an industrial base to gradually supplement and eventually replace its oil
 revenues. The United States, on the other hand, needed a secure source of supply of oil;

 Iran needed a powerful military to preserve its unity and protect its sovereignty.2' The
 United States needed a strong ally in that strategically important region; and,

 both Iran and the United States considered a strong and stable Iran a credible deter-
 rent to Soviet penetration in, and domination of, the Persian Gulf.

 During the latter years of his reign, the Shah hesitated little in spending the
 country's billions of petrodollars on sophisticated military weapons and the
 most advanced industrial equipment. From F-I4S to the Concorde, from nu-
 clear power generators to gas-injection steel plants, and from billion-dollar pet-
 rochemical complexes to manmade island terminals - all were on order or
 under construction for Iran. The Shah referred to his ideal as "the great civili-
 zation," one that would give Iran the same international prominence and
 wealth it once enjoyed under Cyrus the Great. Despite numerous planning
 problems and implementation shortfalls, Iran's macroeconomic performance
 during the 1970s was remarkable: From I972 to 1977, the country's gross na-
 tional product (GNP) registered a net gain of 16 percent per year, one of the
 highest in the world.

 In retrospect, it now seems clear that the Shah and his advisors failed to see,
 or chose to ignore, the extent of disorientation that such forced, and at times
 artificial, economic development was generating in the Iranian society. The Ira-
 nian masses, not ready to accept the rapid transformation of their society, not
 able to digest it, and probably not capable of comprehending the reasons be-
 hind it, formed a gradual resentment against "alien incursions" into their cul-
 ture. This indignation eventually manifested itself in the form of a strong and
 destructive reaction against change and all its symbols, most of all the Shah.22

 The Shah's downfall drastically altered Iran's international posture vis-a-vis
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 other nations and most notably the United States. Politically, the extent of anti-
 American sentiment in Iran has never been higher than today. Commercially,
 the United States has already severed economic relations with Iran and has fro-
 zen official holdings of the Iranian government in the U.S. banking system.
 Similarly, the Iranian authorities are doing all they can to reciprocate by limit-
 ing the indirect importation of as many U.S. products into Iran as possible. Mil-
 itarily, Iran has stopped buying American weapons and the United States has
 stopped selling spare parts and training Iranian pilots. All in all, United States-
 Iranian relations are at the lowest level they have ever been. The seizure of the
 American Embassy in Tehran, and the subsequent and prolonged holding of the
 hostages has made meaningful relations between the two countries in the near
 future impractical, if not impossible. This predicament will probably be short-
 lived and transitional. Much of the support that the Khomaini regime is cur-
 rently receiving is a reaction against the excesses of the Shah's regime, includ-
 ing, but certainly not limited to, the unrealistic economic development goals
 and policies. Once emotions subside and logic prevails - and indications are
 that the process has already begun23 - Iranian authorities will have to rely on
 outside help to rebuild a faltering economy. Political differences notwithstand-
 ing, and considering the structure of the Iranian economy, the United States
 might be the best alternative Iran has.

 While it would be unrealistic to conclude that the United States will regain
 the predominant economic position it once enjoyed in Iran; it would be equally
 naive to suggest that Iran can get its economy functioning effectively without
 some U.S. involvement. Iran's reliance on American technology, equipment,
 and supplies is most pronounced in the military and oil sectors, but some de-
 gree of dependence on the United States is shared by almost every sector of the
 Iranian economy. It can, therefore, be concluded that while the Shah might be
 gone, the remnants of his policies, are, and for many years will be, present in
 the foundations of the Iranian economy, and that an inseparable part of the
 Shah's economic development planning route to a "great civilization" was, in-
 deed, his American connection.

 MIDDLE TENNESSEE STATE UNIVERSITY

 MURFREESBORO, TENNESSEE

 NOTES

 1 The United States' refusal to grant Iran most-favored-nation status or include Iranian non-oil
 export products in its General System of Preferences (GSP) limited, and in fact effectively elimi-
 nated, Iran's ability to penetrate the U.S. market. That notwithstanding, Iran's potential to expend
 its non-oil exports to any country was severely curtailed after the 1974 oil price increases by added
 consumption and hyper-inflation at home and by more intense competition from other countries in
 potential markets such as the United States.
 2 While there were no indications that he was planning a nuclear capability, his insistence on

 nuclear power plants for Iran seemed highly precarious. Why would a country with the world's
 second largest reservoirs of natural gas and while exporting more than five million barrels a day of
 oil want to build more than 20 nuclear power plants at an estimated cost of $60-80 billion? Even
 politically this did not seem justified because Iran does not have any uranium deposits and such a
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 reliance on nuclear energy would have made Iran dependent on other countries for raw material for
 a very large percentage of its energy production. Considering that the Shah was not politically
 naive, it could be argued that his long-range plans did indeed include a nuclear capability. In doing
 so, one could not think of a better way of obtaining both the enrichment plants and the technology
 needed for nuclear weapons than having 20 nuclear plants in Iran.

 3 The Wall Street Journal, February 5, 1979.
 4 The breakdown of ownership in the Iranian Oil Participants, Ltd., commonly known as the

 Consortium, was as follows:
 British Petroleum (British) 40%
 Royal Dutch Shell (Dutch/British) I4%
 Exxon (American) 7%
 Texaco (American) 7%
 Mobil (American) 7%
 Standard of California (American) 7%
 Gulf (American) 7%
 C.F.P. (French) 6%
 Iricon Group of Companies (American) 5%

 5 Los Angeles Times, January 1, 1979.
 6 Joint ventures with American companies in the Iranian oil industry were: (I) Iran-Pan Amer-

 ican Oil Company (IPAC), a venture with Pan American Oil Company, a subsidiary of Standard Oil
 Company of Indiana; (2) Iranian Marine International Oil (IMINOCO), an international joint ven-
 ture including I62/3 percent by Phillips Petroleum Company; (3) Lavan Petroleum Company
 (LAPCO), a 50-50 joint agreement between Iran and four American oil companies: Atlantic Rich-
 field Oil Company, Murphy Oil Company, Sun Oil Company, and Union Oil of California.
 7The revisions came after the 1974 Abu Dhabi meeting of OPEC Oil Ministers and was in fact an

 implementation of an OPEC decision in the framework of the 1972 agreement.
 8 Based on an average lifting by Consortium Members of 3.5 million barrels per day National

 Iranian Oil Company's direct exports accounted for another 1.5-2 million barrels per day.
 9 Indexation would have made the price of oil dependent on the price increases in the West as

 indicated by either consumer price indexes of industrial countries or an index of import prices of
 OPEC countries.

 10 A possible exception is "Iran's Energy Picture after the Revolution" by Dr. Feraidon Fe-
 sharaki, a former Energy Advisor to Iran's Prime Minister. In Petroleum Intelligence weekly, spe-
 cial supplement, September 24, 1979.

 n This discussion only deals with the Consortium area (which accounts for more than 90o percent
 of total production) and does not include joint ventures.

 12 During a visit to the Abadan Refinery in September 1979, the oil minister was so severely
 beaten up by oil workers that he had to be hospitalized for several days.

 13 Even during the Shah's regime many Iranian oil specialists, myself included, expressed the
 view that, for technical and economical reasons, Iran's production should be curtailed to about 3
 million barrels per day. While highly unlikely under the present Iranian circumstances, it is entirely
 possible that on this issue the professionals have won over bureaucrats and politicians.

 14 OPEC's traditional "moderates" have been Saudi Arabia, Kuwait, the United Arab Emirates
 and Qatar - all Persian Gulf producers. Consistent price "hawks" on the other hand, have been
 Irag, Algeria, and Libya. Iran's move has clearly shifted the balance in favor of the latter group.

 15 Saudi Arabia's production in 1979 was 9.2 million barrels per day, up by 14.8 percent or 1.2
 million barrels per day over 1978.

 16 U.S. Department of Commerce, Iran: A Survey of U.S. Business Opportunities (1977).
 17 Most of the drop was due to the reluctance or inefficiency of the U.S. government to reach an

 agreement with the Atomic Energy Organization of Iran for the sale of American nuclear power
 plants to Iran. Of an estimated $2.0 billion market for electrical generators, the U.S. was expected
 to capture $53 million, a mere 3 percent. Excluding this industry, the American share in Iran's
 capital goods market would have been 22 percent.

 18 Assuming, of course, no further deterioration of the relations between the two countries and a
 peaceful solution to the embassy seige.
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 19 Before the revolution, even while factories in Iran were operating at capacity, the country had
 to import consumer goods. Today the same plants are operating at an estimated 40 percent capac-
 ity, in effect reducing local production by 60 percent. Much of this reduced supply is counterbal-
 anced by diminished demand caused by unemployment and revolutionary rhetoric, but the rest - a
 much higher percentage of the total than in prerevolution days - will have to be met by imports.
 Failing that, shortages, already reported in some sectors, will become widespread and more fre-
 quent.

 20 This was repeatedly illustrated before an international television audience during the seige of
 the American Embassy in Tehran.

 21 Even though some of the most severe criticisms of the Shah were directed against his military
 build-up, events since his downfall have given credibility to this argument.

 22 For a more comprehensive discussion of the casual factors of the Iranian Revolution see
 Khosrow Fatemi and Ralph Salmi, Iran in Revolution: A Multidisiciplinary Analysis, forthcoming
 in I98I.

 23 Many analysts believe that the seizure of the American Embassy in Tehran and particularly the
 prolonged holding of hostages is a diversionary attempt by Mr. Khomaini and his aides to save their
 faltering revolution.
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