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A Review of Key Causes of Poor Performance of the Iranian Economy 
Mehr Emadi 

 
The persistent underperformance of the economy in Iran should be seen in the context of the quality of 
economic governance. I suggest that the spread of rent-seeking activities and corruption has been so 
endemic that it has distorted efficient resource allocation at every level and has permeated the machinery of 
government. Corruption and rent-seeking behaviour are not just private misconducts which affect only those 
involved in transactions and contracts. The true costs are born by the whole society – the youth in particular. 
Efficient firms are displaced by inefficient companies involved in illicit transactions and investment in new 
industries and creation of new jobs lose their attraction.   
 
Background  
The evolution of the Iranian economy since 1988, the year war with Iraq ended, shows that the economy has 
been underperforming relative to the neighbouring countries and the potential growth rate of the Iran. This 
has occurred despite the existence of a young and well-educated population that has had the highest 
participation  rate  in  higher  education  in  the  region,  and  Iran’s  status  as  a  country  that  is  exceptionally  well-
endowed with natural resources. A comparison of the performance of the Iranian economy with other 
similar economies enables us to evaluate performance of the Iranian economy. This article will compare the 
Iranian economy with other economies in the region, including some of the neighbouring countries who 
enjoy similar endowments in oil and gas. In addition, it will compare Iran with Turkey and the Republic of 
Korea (South Korea), which are comparatively resource poor in terms of natural resources. 
 
As the first step in this exploration of the changes in the Iranian economy, a quick examination of the 
changes in the income (Gross Domestic Product Per Capita) enables us to see the economic performance of 
six economies from the region plus South Korea. The choice of countries was determined by their similarity 
in income levels in the early 1970s and the relative share of agriculture, manufacturing and services (S. Korea 
and Turkey) or their energy resources which are similar to those in Iran (Kuwait and Saudi Arabia). Jordan 
was included as the lower-case bench mark as a resource poor regional economy. 
 
Table One below shows the changes in income per capita of these countries for the period 1971 to 2010 
when the economy of Iran entered its most fundamental shift toward formation of business and trade 
oligarchies linked to the Revolutionary Guard (RG). For the period 2006 to 2010, I will use more 
disaggregated data to show the changes in the Iranian economy associated with the expansion of RG 
businesses and the continuous displacement of private sector firms in government projects by the RG 
businesses. 
 
Figures on the top line represent the income per capita for each country and those on the line below show 
the ranking of the economy in terms of their income per capita in the world economy. To demonstrate, in 
1971 Turkey has the 56th highest income per capita with Iran and Korea in 58th and 78th positions.  
 

Table 17: GDP Per Capita in U.S. dollars 

Country 1971 1974 1979 1989 1991 1998 2006 2010 

Iran GDP 
per 

Capita 

426 1353 2259 1656 1652 1615 3404 4400 

                                                           
7 UNdata 2011 and Trend News 2011. For 2010 statistics- IMF 2011 World Economic Outlook Database Per Capital GDP at Current Prices. [online] (10 
March) Available at: http://data.un.org/Data.aspx?d=SNAAMA&f=grID%3A101%3BcurrID%3AUSD%3BpcFlag%3A1 

http://data.un.org/Data.aspx?d=SNAAMA&f=grID%3A101%3BcurrID%3AUSD%3BpcFlag%3A1
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World 
Ranking 

58 48 50 71 73 96 104 91 

South 
Korea 

308 569 1795 5551 7278 7814 19926 20756 

World 
Ranking 

78 77 60 43 42 44 27 33 

Turkey 620 1249 2731 2613 3557 4181 7365 10309 

World 
Ranking 

56 58 53 76 64 72 82 58 

Jordan 372 495 1440 1330 1218 1699 2547 4326 

World 
Ranking 

60 68 63 86 92 95 120 94 

Kuwait 4878 13731 19024 11442 5259 13199 36550 37099 

World 
Ranking 

2 3 3 9 29 39 33 21 

Saudi 
Arabia 

1134 6531 12341 6072 7834 7393 14766 14353 

World 
Ranking 

36 14 11 17 40 40 45 53 

 
In 1971, prior to the first major oil price shock associated with the 1973 Arab-Israeli war, Iran, Korea, Turkey 
and Jordan had similar income per capita figures in the range of $300-500 (S. Korea $302, Turkey $471). At 
the time all six economies in the Table were categorized as agriculture-based in the pre-industrial phase of 
development. During the period 1974-1979, both S. Korea and Iran had adopted similar rapid 
industrialization programmes focused on the energy-intensive expansion of heavy industries and car and 
component manufacturing. 
   
During the period 1975-77, Turkey chose to adopt a more open trade policy and provided generous 
incentives for foreign direct investment in selected sectors in the economy. By 1979 all the economies in the 
table had entered the category of middle income countries. By 1979, the S. Korean economy enjoyed the 
highest rate of growth in industrial output with Iran showing the second highest rate. 
   
In 1979/80, the Iranian economy experienced two negative shocks caused by the disruptive effects of the 
Revolution  in  February  1979  and  then  shortly  afterwards  by  the  war  caused  by  Iraq’s  invasion  of  Iran  in 
1980.   
 
During the period 1991-94, with support of President Rafsanjani, the Revolutionary Guard entered the 
economy as a business force in a wide range of economic activities from civil engineering projects to 
commerce and foreign trade. It is during this period that the RG discovered the ease with which it could use 
its military and security position to expand its market share.  During 1991-1998, Iran experienced one of the 
least satisfying economic performances. Despite new discoveries of natural gas in the Persian Gulf and new 
oil fields in the Caspian rim and South Western provinces, the growing role of the RG businesses led to the 
exit of a number of western energy firms who had started more than 12 joint investment projects.  



 

 10 

 
While  in  1991  Iran’s income per capita gave it a ranking of 73rd, by 1998 Iran had fallen in rank to 96th. By 
2006, during the presidency of Mr Ahmadinejad, Iran had fallen further to have an income per capita ranking 
of 104th, while S. Korea was in 27th position and Turkey was  in  82nd  position.    Iran’s  decline  occurred  
despite historically unprecedented high oil prices and additional income from new gas fields in the Persian 
Gulf.  
 
For  2010  for  Iran,  we  use  the  statistics  provided  by  the  Head  of  Iran’s  National  Statistics  Centre, Mr Adel 
Azar, who announced that the income per capita figure for Iran was $44008. The International Monetary 
Fund,  using  the  data  provided  by  Iran’s  Ministry  of  Economy,  reports  the  figure  for  Iran  for  2010  as  $5449,  
which places Iran in the ranking order of 84th, below Namibia (83), Gabon (64), Lebanon (60), Oman (36) and 
Bahrain (34).9 (IMF 2011) 
 
In 2010, Iran - despite being one of the richest 15 economies in natural resources - has produced an income 
per capita that places it in 91st position. It is now 58 places below S. Korea and 33 places below Turkey. This 
change in ranking order shows the extent of an unparalleled poor performance for the economy of any 
oil/gas rich country in modern times. Using the statistics provided on the key macroeconomic indicators (IMF 
2011 World Economic Outlook Database) show that compare with the average improvement for the five 
countries  in  the  Table,  Iran  had  become  poorer  by  42%  relative  to  the  other  countries.  Iran’s  income  per  
capita for 2010, with the second richest gas fields and fourth largest  oil reserves in the World is only $74 (or 
1.7 per cent) above that of Jordan which has no oil or gas income. 
  
A closer examination of the natural resources of Iran, compared with those of Turkey and S. Korea, makes it 
easier  for  us  to  appreciate  Iran’s  chronic  inept  economic  governance  and  the  failure  to  convert  Iran’s  natural  
resources into economic wealth and higher income. We  should  be  reminded  that  Iran  “is  one  of  the  most  
important mineral producers in the world, ranked among 15 major mineral rich countries, holding some 68 
types of minerals, 37 billion tonnes of proven reserves and more than 57 billion tonnes of potential 
reservoirs”10.   
 

Table Two11: Relative Resource Endowments and Territory (Numbers in brackets show the world 
ranking of the country based on the value of that variable) 

 Area(km2) % Agricultural Population Natural Resources 

South Korea 99,828 (109) 30% (one half) 48.4 (37.5) Coal, Tungsten, 
Graphite, Iron Ore 

(34) Lead 

Turkey 783,563 (37) 35% (one fifth) 73.7 (43.1) Antimony, Coal, 
Chromium, 

Mercury, Copper 
(26), Iron Ore (19), 

Boron (1), 
Uranium, Barite, 

                                                           
8 Trend News (2011) Income per Capita of Iran is $4400. [online] (14 November) Available at: http://fa.trend.az/regions/iran/1956519.html 
9 IMF (2011), Report for Selected Countries and Subjects,   (September), The International Monetary Fund, World Economic Outlook Database 2011, 
World Economic Outlook Database.  IMF Washington, D.C. 20431. 
10 Country Mine (2011) ICD Research-Mining in Iran (Individual Reports). [online] (11 September) Available at: 
http://www.infomine.com/countries/iran.asp 
11 World Bank 2011a; numbers in brackets are populations in 1979. World Bank (2011a) Google Public Data Explorer: World Bank – World 
Development Indicators [online] (2 November). Available at: 
http://www.google.co.uk/publicdata/explore?ds=d5bncppjof8f9_&met_y=sp_pop_totl&idim=country:IRN&dl=en&hl=en&q=population+of+iran#cty
pe=l&strail=false&bcs=d&nselm=h&met_y=sp_pop_totl&scale_y=lin&ind_y=false&rdim=country&ifdim=country&hl=en&dl=en  

http://fa.trend.az/regions/iran/1956519.html
http://www.infomine.com/countries/iran.asp
http://www.google.co.uk/publicdata/explore?ds=d5bncppjof8f9_&met_y=sp_pop_totl&idim=country:IRN&dl=en&hl=en&q=population+of+iran#ctype=l&strail=false&bcs=d&nselm=h&met_y=sp_pop_totl&scale_y=lin&ind_y=false&rdim=country&ifdim=country&hl=en&dl=en
http://www.google.co.uk/publicdata/explore?ds=d5bncppjof8f9_&met_y=sp_pop_totl&idim=country:IRN&dl=en&hl=en&q=population+of+iran#ctype=l&strail=false&bcs=d&nselm=h&met_y=sp_pop_totl&scale_y=lin&ind_y=false&rdim=country&ifdim=country&hl=en&dl=en
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Magnesite  

Iran 1,648,195 (18) 30% (one third) 73.9 (37.2) Petroleum (4), 
Natural Gas (2), 
Iron Ore (10), 

Uranium, Zinc (1), 
Sulphur, 

Aluminium  

Percentages under Agriculture represent the fraction of land mass that can be used in 
agriculture with the figures in brackets showing the percentage that is irrigated. The numbers 
in the population column provide the 2010 data and in brackets the 1979 data for each 
country.   
 
As can be seen, in 1979 Iran and S. Korea had almost identical populations with Iran enjoying a territory that 
was more than sixteen times larger than that of S. Korea, and more than twice the size of Turkey. However, 
it is the natural resources and mining industries of Iran that place it in the league table of the richest five 
nations in energy in the world and the top fifteen countries in terms of minerals. Looking back at the time 
trajectory of income per capita changes for the period 1971-2010, we can now grasp the lost opportunity for 
economic growth compared with two economies of S. Korea and Turkey. Both countries have fewer 
resources than Iran, and yet both have outperformed Iran. The changes in S. Korea, in particular, makes Iran 
look like a backward economy in comparison. I suggest it has been the economic governance of Iran that has 
caused this poor performance.   
 
Effects of mass entry of the Revolutionary Guard Businesses on the economy 
There has been growing evidence that the decline in the productivity of the economy was associated with, if 
not directly caused by, the entry of Revolutionary Guard businesses and the development of Revolutionary 
Guard Business Oligarchies (RGBO). In this section we identify the main effects and where possible, specific 
examples of these effects are given.  
 
The entry of the RG into business activities as a business entity was a new territory for the rank and file of 
the security and military apparatus.  In early 1990, there was a duality of purpose and identity for RG 
businesses.  On the one hand, there was the profound sense of the force seeing itself a natural ally of the 
poor and those marginalized in the pre-Revolution era, on the other hand there were emerging elements 
among some of the well-connected commanders who seemed to be aware of the immense opportunities for 
the RG to use their political and military power to generate income and accumulate wealth. This did not 
necessarily - at least at the earlier stages - imply personal wealth, though some appear to have benefitted at 
an individual level.   
 
A number of problems were encountered in the process of establishing new businesses by the RG.  Like any 
new business, access to capital was a problem.  While the RG had many assets, most of these had limited use 
in business applications.  In early 1990, the RG and the Basij, the paramilitary organization that was closely 
linked to the RG, set up two financial entities.  These were immediately given state funding to start providing 
for the needs of future retirees of the two forces.  In addition, both of these financial branches were quickly 
given licence to operate as banks.  
 
One of the above entities that started, Mehr Financial Credit (MFC)12, became the main bidder in some of 
the key illicit transfer of state-owned enterprises to the RG and has acquired more than twelve billion dollars 
worth  of  government  assets  under  the  ‘Privatization’  programme  four  years  ago.  The RGBO later acquired 
                                                           
12 Please see: http://iranbriefing.net/?p=2765  
http://www.aei.org/outlook/foreign-and-defense-policy/regional/middle-east-and-north-africa/the-revolutionary-guards-looting-of-irans-economy/  
and http://www.dw.de/dw/article/0,,4604020,00.html  

http://iranbriefing.net/?p=2765
http://www.aei.org/outlook/foreign-and-defense-policy/regional/middle-east-and-north-africa/the-revolutionary-guards-looting-of-irans-economy/
http://www.dw.de/dw/article/0,,4604020,00.html
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more banks and investment businesses often at knock-down prices.  The net outcome of these acquisitions 
has been a decline in the productivity of companies and firms whose management was forced to adjust to 
the objectives of the RGBO or leave. In  November  2009,  the  head  of  Iran’s  Privatization  Organization, Mr 
Heydari-Kord Zanganeh, reported that since 2005, the new government has sold more than half of the state-
owned firms worth 63 billion dollars. The disinvestment has cut the government's share in the gross 
domestic product (GDP) from 80 per cent to between 40 and 45 per cent.  It was also reported that several 
state banks have offered a fraction of their stake as part of the program. Iran also plans to transfer its three 
large insurance companies — Dana, Alborz and Asia — to the private sector13. It is interesting that, in all-
important cases, the RGBO have been the buyers of the assets. The most notable example was also the 
largest in terms of value on the stock market. In one of the most controversial cases of managed-
privatization, fifty one per cent of shares of the Telecommunication Company of Iran (TCI) were sold to an 
Iranian consortium for $8 billion. All companies in the consortium were RGBO-linked14. 
 
The RGBO also needed to gain a competitive edge vis-à-vis their private sector competitors who had more 
experience in running businesses and managing trade links with other countries. Here, the solution was to 
establish private routes and infrastructures for importing goods without paying their import duties. In a brief 
period, the RGBO constructed more than 80 unloading docks and a number of private airports which were 
completely  outside  the  reach  of  Iran’s  Customs and Import Duties Office15 .   
 
The effects of this state-approved smuggling were felt mostly by private sector firms, which have 
experienced a sharp fall in their profit margins and sales. There have also been reports that this trade 
network has been used by some elements inside the RG for trade in narcotics and alcohol.  The most 
publicized case was the discovery of 29,000 kilograms of pure opium in Tehran Airport in February 2011. 
Jaam-e- Jam Newspaper, published inside Iran, reported that the financial arrangements for the import was 
organised through an Iranian bank. In  a  bold  statement,  Mr  Hossein  Abadi,  the  Head  of  Iran’s  Anti  Narcotic 
Agency, reported that such a discovery has been without precedent in Iran16 . The German media reported 
leaked information about the concerns of the United States and the Azerbaijani anti-narcotic agencies about 
the possible involvement of the RG in the smuggling and distribution of heroin in Europe and Central 
Caucasia17.   
 
The  foreign  media’s  coverage  of  these  issues  has  gained  new  momentum  since  the  discovery of the opium 
haul in Tehran. Nevertheless, instead of taking a strong stance in tracing the network behind the find and 
trying to establish the identity of those involved, the poor follow up has only fed the worst interpretations 
about the identity of those involved. However, it has tarnished the image of the RG which until a few years 
ago still received credit for the contribution made during the war with Iraq and investment made in 
reconstruction during in the post-war period despite constant questions about RG involvement in the 
persecution of the opposition groups. 
 
As it has been the case in other countries, illicit trade has brought with it money laundering, bribery and 
other rent-seeking activities. International metrics measuring corruption, financial transparency and 
business efficiency depict a worrying picture of the economy and the business community in Iran. In October 
2011,  at  the  IMF’s  meeting  in  Turkey,  the  U.S.  Treasury  Secretary  expressed  his  concerns  about  the  extent  to  
which Iran is involved in laundering illegally-obtained money. At the same time, the German media reported 

                                                           
13 Press  TV  (2009)  “Iran  privatizes  $63bn  of  state  assets”  [online]  (29  November)  Available  at:  
http://previous.presstv.com/detail.aspx?id=112444&sectionid=351020102  
14 BBC  Persian  Service  (2009)  “Revolutionary  Guards  Purchased  $8  billion  worth  of  Shares  in  Iran’s  Telecommunications”    [online] Available at: 
http://www.bbc.co.uk/persian/business/2009/09/090927_ka_stockexchange_irantelecom.shtml    
15 Deutsche  Welle  World  (2011b)  “80  Illegal  Unloading  Docks”  [online]  (5  July)  Available  at:  http://www.dw-world.de/dw/article/0,,6564896,00.html  
16 Deutsche  Welle  World  (2011a)  “Discovery  of  29  Tons  of  Opium  in  Airport  and  Possible  role  of  Security  Forces  in  the  Manufacturing  of  Heroine”    
[online] (3 March) Available at: http://www.dw-world.de/dw/article/0,,6458080,00.html       
17 Tomlinson,  H.  (2011)  “Revolutionary  Guard  'running  Iran  drug  trade'”  The Australian [online] (18 November) Available at: 
http://www.theaustralian.com.au/news/world/revolutionary-guard-running-iran-drug-trade/story-e6frg6so-1226198241719  

http://previous.presstv.com/detail.aspx?id=112444&sectionid=351020102
http://www.bbc.co.uk/persian/business/2009/09/090927_ka_stockexchange_irantelecom.shtml
http://www.dw-world.de/dw/article/0,,6564896,00.html
http://www.dw-world.de/dw/article/0,,6458080,00.html
http://www.theaustralian.com.au/news/world/revolutionary-guard-running-iran-drug-trade/story-e6frg6so-1226198241719
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that Iran was the second most attractive country for money-laundering activities18. In fact, the extent of the 
money-laundering activities of Iran have been so widespread and far-reaching that, in the last four years, a 
number of blue chip international banks have been caught accommodating Iranian money-laundering 
activities, almost all of which were linked to the RGBO19. Credit Suisse, Lloyds TSB and Barclays volunteered 
fines in excess of one billion dollars to the U.S. authorities for their involvement in the money-laundering 
activities of Iran in its foreign trade. Globalisation means that corruption in one country does not stay within 
the  borders  of  that  country  and  the  contagion  of  the  phenomenon  spreads  quickly  in  today’s  integrated  
world system.  
 
A close study of the changes in the ranking of Iran in terms of transparency, corruption and banking fraud 
reveals  the  extent  to  which  Iran’s  economy  has  been  pushed  toward  illegal  and  counter-productive methods 
of business. These have taken the place of productive activities and wealth generation with dire 
consequences for employment, investment and income. 
 
Table Three:20Ranking  Based  on  Transparency  International’s  Corruption  Perception  
Index 
 2004 2006 2008 2010 
Iran 87 105 141 146 
Turkey 77 60 58 56 
South Korea 47 42 40 39 
China 71 70 72 78 
Russia 90 121 147 154 
Venezuela 114 137 158 164 
India 90 70 85 87 
 
This Table demonstrates those countries which have had a significant deterioration in their transparency 
positions.  It is believed that corrupt economies gravitate toward each other.  In order to seek bribes, a 
culture of bribery needs to exist on the opposite side to complete the transaction.  Indeed, the data for 2008 
shows that the countries in which businesses were most willing to pay bribes were Russia, China, Mexico, 
India  and  Italy.    Iran’s  trade  with  all  these  countries  has  been  on  the  rise,  with  China  enjoying  the  biggest  
increase. It also follows that corruption needs secrecy.  It is easier to avoid transparency and publicity in 
countries where democratic institutions, especially a free press, are non-existent or under pressure.  The 
relative  positions  of  Iran’s  main  trade  partners  in  2010  are  provided  below. 
 
Table 4: Exports to partners (2010) Percentage  
China  16.2%, 
India  12.6%, 
Japan  9.9%, 
Turkey  6.8%, 
S. Korea  5.7%, 
Italy  5.3% 
 
                                                           
18 Deutsche Welle World  (2009)  “Iran  is  the  second  appropriate  country  for  money  laundering”  [online]  (5  October)  Available  at:  http://www.dw-
world.de/dw/article/0,,4758749,00.html  
19 Gatti, C. and Eligon, J.  (2009)  “Iranian  Dealings  Lead  to  a  Fine  for  Credit  Suisse,”  [online]  (15  December).  Available  at:  
http://www.nytimes.com/2009/12/16/business/16bank.html  
20 Transparency International (2004) Corruption Perception Index 2004 [online] Available at: 
http://www.transparency.org/policy_research/surveys_indices/cpi/2004   - Transparency International (2006) Corruption Perception Index 2006 
[online] Available at: http://www.transparency.org/news_room/in_focus/2006/cpi_2006/cpi_table  - Transparency International (2008) Corruption 
Perception Index 2008 [online] Available at: http://www.transparency.org/news_room/in_focus/2008/cpi2008/cpi_2008_table   - Transparency 
International (2010) Corruption Perception Index 2010 [online] Available at: 
http://www.transparency.org/policy_research/surveys_indices/cpi/2010/results     

http://www.dw-world.de/dw/article/0,,4758749,00.html
http://www.dw-world.de/dw/article/0,,4758749,00.html
http://www.nytimes.com/2009/12/16/business/16bank.html
http://www.transparency.org/policy_research/surveys_indices/cpi/2004
http://www.transparency.org/news_room/in_focus/2006/cpi_2006/cpi_table
http://www.transparency.org/news_room/in_focus/2008/cpi2008/cpi_2008_table
http://www.transparency.org/policy_research/surveys_indices/cpi/2010/results
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Table 5: Imports from partners (2010)21 Percentage 
China  17.4%, 
UAE  16.7%, 
Germany  7.6%, 
South Korea  6.3%, 
Russia  5.7%, 
Turkey  4.8%, 
Italy  4.2% 
 
It should be noted that half of the UAE exports to Iran are re-routed trade from Chinese sources.  This raises 
the share of imports from China to more than 25%. This proportion of imports has been reported to be part 
of the RG-approved smuggled imports. 
 
A number of observations can be made concerning the rise in corruption in Iran and the change in direction 
of trade with other countries which themselves have poor scores on the corruption index. First, when the 
share of trade of China, Russia, Venezuela and India with Iran have been added together, these countries 
constitute more than  50%  of  Iran’s  foreign  trade.  It is revealing that the countries which have seen the 
biggest rise in their trade with Iran, China, Venezuela, Russia and India all have a discouraging index of 
corruption perception.  
 
Compared with its Arab neighbours in the region, Iran stands out as the most corrupt economy. In 2006, UAE 
was 31st, Qatar 32nd, Bahrain 36, Oman 39, Kuwait 46, and Egypt and Saudi Arabia 70th in the ranking 
based on the Corruption Perception Index.  This perhaps is most discouraging since it suggests that Iran has 
become institutionally and culturally immersed in corruption.   Businesses there function and survive on that 
basis. It follows further that in such an environment, the economy gravitates toward quick return / high 
profit activities, typically illegal, where the windfalls leave the country and seek a safe haven abroad. This 
dynamic has been common to almost all governments in which business oligarchs have benefited from their 
connections with the ruling elite.   
 
The alarming growth of corruption in Iran provoked some members of the parliament to draft a bill that 
eventually passed in early 2007. Drawing on two clauses in the constitution, the bill required the Command 
of the RG, cabinet ministers, members of the Council of Expediency, the Guardian Council and those 
connected to the Supreme Leader, as well as the Supreme Leader himself and his family to provide 
information about their assets and sources of their wealth. Interestingly in 2007, in an abrupt move, the 
Guardian Council issued a ruling that declared any investigation into the assets and financial connections of 
all senior members of the regime and their families to be against the religious decree as well as contradicting 
the spirit of the constitution22.  
 
The impact of the official rejection of the investigation into the finances of government officials has been an 
unprecedented rush into new foreign trade contracts, the development of energy fields, the construction of 
dams, tunnels and other large projects.  This is being undertaken by the RGBO, at times on behalf of the 
government.  The few cases which have leaked into the public domain show that the RGBO have had no 
intention of doing the work themselves, but after agreeing a pay back, have transferred the contract to third 
parties.  Equally worrying, as well as damaging to private sector, has been the decision of the present 
government to award contracts to the RGBO without public competitive bidding.  
 
                                                           
21 Bezorgmehr, N. and Dyer, G.  (2010)  “China  overtakes  EU  as  Iran’s  top  trade  partner,”  Financial Times [online] (8 February). Available at: 
http://www.ft.com/cms/s/0/f220dfac-14d4-11df-8f1d-00144feab49a.html#axzz1e6exMfpl [Accessed on 18 November 2011]. 
22 BBC  Persian  Service  (2007)  “Guardian  Council  rejected  the  bill  passed  by  Parliament  on  financial  scrutiny  of  officials”  [online] (17 July). Available at: 
http://newsforums.bbc.co.uk/ws/en/thread.jspa?forumID=3539&sortBy=2  

https://www.cia.gov/library/publications/the-world-factbook/docs/notesanddefs.html#2061
http://www.ft.com/cms/s/0/f220dfac-14d4-11df-8f1d-00144feab49a.html#axzz1e6exMfpl
http://newsforums.bbc.co.uk/ws/en/thread.jspa?forumID=3539&sortBy=2
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In  July  2011,  the  Managing  Director  of  Iran’s  National  Oil  Company  confirmed  that  the  value  of  contracts  
awarded directly to the RGBO had reached 25 billion dollars23. It should not surprise us that the biggest 
growth in corrupt behaviour seems to have occurred in the period 2006-2010.  In April 2010, the true extent 
of the financial corruption associated with the entry of the RGBO into banking caused shockwaves in the 
banking system with a number of banks facing an alarming shortage of capital.  This was the result of the 
fact that Oligarchs had been given billions of dollars in loans and credits but were refusing to repay their 
debt. Mr Torabi, a member of the investigation panel examining the troubled Bank-e-Saderat, confirmed 
that some of the Boards of so-called private banks have government-appointed directors who have 
authorised billions of dollars in loans for themselves without any collateral.  These funds have now been 
transferred abroad, leaving the banks cash-poor and seriously exposed to bankruptcy24.  
 
The resources taken out of the economy in such a fraudulent manner have deprived Iranians of credit they 
could have used to set up new businesses, and of investment that existing private sector firms could have 
used to expand their activities and catch up with their foreign competitors thus creating new jobs in the 
economy.  The business environment has become most difficult for private firms which are not connected to 
the corruption network.   The table below shows a host of international indices measuring the quality of 
governance in the economy.  
 

Table Four:25 World Bank Ranking of Economy Based on Good Governance 

 Ease of doing 
business 

Getting credit Protecting 
Investors 

Paying taxes Ease of 
import/ 
export 

Iran 144 98 166 128 138 

Turkey 71 78 65 79 80 

South Korea 8 8 79 38 4 

UAE 33 78 122 7 5 

Bahrain 38 126 79 18 49 

Saudi Arabia 12 48 17 10 18 

Qatar 36 98 97 2 57 

China 91 67 97 122 60 

Russia 122 98 111 105 160 

India 132 40 46 147 109 

 
A quick glance at the data in Table Four sheds light on the special features of economic governance in Iran.  
First, when compared with all the countries in the Table, Iran has the most difficult system for doing 
business. As for access to credit for businesses, in spite of a boom in oil and gas revenues, it is easier and 
cheaper to get credit in India, China and Turkey. As for protecting investors in terms of property rights, 
                                                           
23 BBC  Persian  Service  (2011)  “National  Oil  Company:  Contracts  of  Revolutionary  Guards  equal  $25  billion,”  [online]  (31  July).  Available at: 
http://www.bbc.co.uk/persian/iran/2011/07/110731_ka_oil_khatam_ghalebani.shtml  
24 Iranian  News  Agency  (2011)  “Billions  Stolen  through  Banks,”  [online] (29 April). Available at: 
http://ajancirankhabar.com/index.php/news/khabar/iran/1822-2011-05-18-05-57-35  
25 World Bank (2011b) Report on Economy Ranking (June) Washington: The World Bank.  International Financial Corporation, World Bank Group, The 
world Bank, Doing Business, Measuring Business Regulation, 1818 H Street, NW, Washington, DC 20433 USA. 

http://www.bbc.co.uk/persian/iran/2011/07/110731_ka_oil_khatam_ghalebani.shtml
http://ajancirankhabar.com/index.php/news/khabar/iran/1822-2011-05-18-05-57-35
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information transparency about companies and disputes, Iranian investor receive the lowest level of 
support. Lastly, for ease of paying business tax and participating in foreign trade, Iran is the second worst.   
 
Concluding Remarks 
 
The growing rent-seeking activities in the economy have had profound implications for the economy in 
general and for the youths of the country in particular. In the last twenty five years, the economy has shown 
a disturbing underperformance associated with the displacement of competitive private sector firms and 
fairly competent state-owned enterprises with foundation-owned companies which in one form or another 
have had links with the Revolutionary Guards and other security entities. These firms have tended to be 
more interested and involved in distributive activities and import of foreign goods than investing in 
production and manufacturing where the level of expertise needed for successful growth is much higher. At 
macroeconomic level this has resulted in underinvestment in productive activities where growth and 
expansion lead to the creation of new jobs.  It is in fact the expansion and growth phase of production that 
provides the greatest employment opportunity for the young people out of school or university 
education. This is because the firm’s  management  is  already  in  place  and  the  technical  know-how has 
acquired the necessary experience to run the production line.  The new jobs created result from the organic 
growth of the firm and often if not almost in all cases are the most suited for young employees when on-job 
training and induction can be provided during the productive activities of the firm. This type of employment 
tends to be more stable than those in the distributive and import sectors where hiring and firing is easier for 
the firms. Also since the level of skills, acquired prior or post hiring is much lower in quality, wages paid to 
young people tend to be lower and their progress more restricted.  
In almost all rent-seeking activities, transparency is also very poor and those who progress in the hierarchy 
of the firm tend to be individuals with better political connections. Again these conditions created an insider-
outsider situation under which those without connections have little hope of finding jobs.   
 
The worrying disappearance of manufacturing jobs as well as very low creation of new jobs for which the 
youths have to compete with the experienced unemployed draws truly a bleak picture of what the future 
holds for the talented and often educated youths of the country. At this point, the youth of Iran should be 
laying the foundation for the future of the economy by being employed in those sectors of the economy 
which can sustain long term growth once the oil production declines to such a level that export earning 
become negligible or certainly insufficient to pay for the huge import bill the economy has become 
dependent on for the last forty years or so.   
 
Without creating economically viable jobs that can develop and use the productive capacity of the human 
capital of the country, Iranian economy is bound to fall further behind compared with both oil-rich 
economies of OPEC and those like Turkey and South Korea who thirty years ago had similar economic 
performance and income to those of Iran. This decline in the performance of the economy can further 
exacerbate the growing unemployment among the under 35 years old and the rapid decline in their share of 
the national income. This is both socially unfair and economically unsustainable. 


