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This paper examines the economic transformations in Iran during the reign of
Mohammad Reza Shah Pahlavi, focusing on the development plans and their
consequences. Shah's domestic and foreign economic policies were heavily
influenced by his political objectives. From the late 1940s onwards, various
development plans were implemented, significantly aiding infrastructure and
industrial development. The first and second development plans focused on
infrastructure and agriculture, while the third and fourth plans emphasized
heavy industry and supporting infrastructure. These plans led to significant
economic growth, but also brought issues such as inflation, corruption, and
social dissatisfaction. The sudden increase in oil revenues in the 1970s, instead
of strengthening the economy, caused structural problems. The inability to
modernize the political system and suppress dissent also increased social
dissatisfaction. Despite the ambitious goals of the fifth and sixth development
plans, they failed to achieve their objectives due to a lack of human resources
and necessary infrastructure. This study shows that the imbalance between
economic development and political modernization, coupled with heavy
reliance on oil revenues, led to economic and social instability. Ultimately, the
failure to establish a stable and responsive political system was a key factor in
the fall of the Pahlavi regime. This paper emphasizes the importance of the
interaction between economic development and political modernization as key
factors in the sustainability and success of governance systems.

Keywords: Mohammad Reza Shah Pahlavi, development plans, economic
development, political modernization, oil revenues, Iran, inflation, social
dissatisfaction, land reforms.
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EXTENDED ABSTRACT

The economic transformation of Iran during Mohammad Reza Shah Pahlavi’s reign represents a
significant historical period that reshaped the nation's financial and infrastructural landscape. The
development plans initiated under his rule were largely driven by the state’s ambition to modernize Iran
and align it with the rapid industrialization trends observed in developed economies. The first and second
development plans focused on expanding the country’s infrastructure and revitalizing the agricultural
sector. These early initiatives sought to stabilize Iran’s economic foundation by constructing roads,
bridges, and irrigation systems, facilitating agricultural productivity, and ensuring economic self-
sufficiency (Goodarzi, 1999b). However, these efforts were often hindered by systemic inefficiencies,
corruption, and inadequate resource allocation. As the third and fourth development plans were
implemented, a shift towards industrialization was evident, with major investments funneled into heavy
industries such as steel production, petrochemicals, and automotive manufacturing. The government’s
interventionist policies aimed to reduce Iran’s dependency on imported goods and promote domestic
industrial growth. Yet, despite significant financial input and international partnerships, the execution of
these plans faced structural limitations, leading to unintended economic consequences. The economic
boom of the 1970s, fueled by unprecedented oil revenues, further complicated the situation, as it
accelerated inflationary pressures and widened socio-economic disparities (Goodarzi, 1999d). The
administration’s inability to regulate price levels and distribute wealth equitably exacerbated public
dissatisfaction, setting the stage for economic instability.

The sudden surge in oil revenues in the 1970s brought both economic prosperity and structural
challenges to Iran. While the influx of petro-dollars allowed for ambitious infrastructure projects, such as
the expansion of transportation networks and the establishment of new industrial zones, the country
struggled with the "Dutch disease” phenomenon, where excessive reliance on oil revenues led to the
decline of other economic sectors (Goodarzi, 1999¢). Inflation skyrocketed as consumer demand outpaced
domestic production capabilities, resulting in a sharp increase in the cost of living. The wealth distribution
mechanisms were flawed, with the ruling elite benefiting disproportionately from oil-generated revenue,
while the middle and lower classes faced growing financial strain. Government subsidies on essential
goods, intended to alleviate economic pressures on the working class, proved unsustainable in the long
term and contributed to fiscal imbalances. The rapid urbanization that accompanied economic expansion
also presented challenges, as Iran’s major cities became overcrowded, straining public services and
infrastructure. The state’s failure to implement comprehensive urban planning policies led to housing
shortages and deteriorating living conditions in densely populated areas (Goodarzi, 1999c). Furthermore,
the heavy-handed suppression of labor movements and political opposition alienated key segments of
society, increasing discontent among the workforce. As the gap between government rhetoric and
economic reality widened, the regime’s legitimacy was increasingly called into question, setting the stage
for broader political unrest.

The government’s emphasis on industrialization, while contributing to economic growth, also
exposed the vulnerabilities of Iran’s development model. The reliance on oil exports as the primary driver
of economic expansion rendered the country highly susceptible to fluctuations in global energy markets.
When oil prices declined in the late 1970s, Iran faced a severe fiscal crisis, as state revenues plummeted,
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and ongoing development projects encountered financial shortfalls (Goodarzi, 1999a). The ambitious fifth
and sixth development plans, designed to transition Iran into a modern industrial economy, fell short of
expectations due to inconsistent policy implementation and bureaucratic inefficiencies. The government’s
centralized decision-making process often led to misallocation of resources, with funds being diverted to
politically motivated projects rather than economically viable ventures. Additionally, Iran’s banking
system, heavily controlled by the state, struggled to provide adequate credit facilities to small and medium
enterprises, hindering entrepreneurial activity. The lack of financial decentralization further constrained
private sector growth, limiting the economy’s ability to diversify beyond oil exports. Attempts to attract
foreign investment faced obstacles due to stringent government regulations and concerns over political
stability. Consequently, the industrial sector remained heavily dependent on state subsidies and lacked the
competitive edge required for long-term sustainability. By the late 1970s, these economic deficiencies,
compounded by mounting political opposition, placed the Shah’s regime in an increasingly precarious
position.

Social dissatisfaction intensified as economic policies disproportionately favored certain groups
while marginalizing others. The land reforms introduced under the White Revolution were initially
portrayed as a means of empowering rural populations and reducing feudalistic landownership structures.
However, the implementation of these reforms often benefited large landowners and state-affiliated
entities rather than ordinary farmers (Goodarzi, 1999a). Many small-scale agricultural producers struggled
to compete in an increasingly commercialized farming environment, leading to widespread rural-to-urban
migration. The influx of rural migrants into urban centers exacerbated unemployment rates, as job creation
failed to keep pace with population growth. Iran’s education system, while expanding in scale, did not
align with the evolving demands of the labor market, resulting in a surplus of graduates with limited
employment opportunities. The mismatch between educational output and economic needs contributed to
rising frustration among the youth, who found themselves trapped in a cycle of underemployment.
Additionally, the government’s heavy reliance on security forces to quell dissent created a climate of fear
and repression. Political opposition, including religious factions and leftist movements, capitalized on
economic grievances to mobilize support against the Shah’s regime. The convergence of economic
mismanagement, political discontent, and social unrest culminated in a nationwide crisis that ultimately
led to the revolution of 1979 (Goodarzi, 1999a).

The broader implications of Iran’s economic transformation under Mohammad Reza Shah Pahlavi
extend beyond domestic policy failures to highlight the critical interplay between economic development
and political stability. The Shah’s modernization efforts, while ambitious in scope, lacked the institutional
framework necessary for sustainable growth. The concentration of economic power within a small elite
class, coupled with the absence of political pluralism, weakened the resilience of Iran’s governance
structures. Unlike countries that successfully navigated industrialization through inclusive economic
policies, Iran’s development model was characterized by top-down decision-making with limited public
participation (Goodarzi, 1999a). The failure to integrate economic planning with political reforms created
an environment where economic grievances easily translated into political dissent. International factors,
including geopolitical tensions and fluctuations in global oil prices, further complicated Iran’s economic
trajectory. The Western-backed economic policies, while initially facilitating growth, did not account for
the long-term challenges of dependency on oil exports. By the late 1970s, Iran found itself at a crossroads,
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where economic instability, social discontent, and political repression converged to dismantle the
foundations of the Pahlavi regime.

In conclusion, the economic transformations that occurred during Mohammad Reza Shah
Pahlavi’s rule provide a cautionary tale on the risks of unbalanced development. While Iran experienced
periods of rapid economic expansion, these gains were undermined by structural inefficiencies, economic
inequalities, and political rigidities. The overreliance on oil revenues, combined with an inadequate
industrial base and mismanagement of economic resources, left the country vulnerable to external shocks.
The failure to implement meaningful political reforms further exacerbated social tensions, leading to
widespread unrest. The downfall of the Pahlavi regime underscores the importance of synchronizing
economic modernization with institutional development to ensure long-term stability. Future economic
policies in developing nations must consider the lessons drawn from Iran’s experience, emphasizing the
need for diversified economies, inclusive growth strategies, and adaptive governance frameworks
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