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INTRODUCTION




The Purpose of the Study


This study explores the issues surrounding the privatisation of some of Iran’s national institutions with particular emphasis on the oil and gas industry. Its aim is to understand some of the reasons for an apparent reluctance within Iran’s public and private sectors towards privatisation, and this will be achieved by identifying the factors influencing privatisation policy-making in Iran.


Across the Gulf region privatisation policies are currently being contemplated and in some cases are being carried out, while in Iran a privatisation programme was launched earlier, in 1995, and the concept remains high on Iran’s political agenda. However, its origins, the reasons for its popularity, its requirements and management, as well as the social and economic consequences are not that well understood in Iran. Thus, given the current political climate in Iran and the socio-economic crossroads at which the country finds itself, I have embarked on an investigation into the privatisation of its oil and gas industry. An added impetus for this study arose from external changes. From President Bush’s statements at the Red Sea Summit in June 2003 and the recent political developments in the Middle East, it is not hard to accept the notion that by 2013 the entire Middle East region might find itself poised to become a ‘Free Trade Zone’ (CNN, 2003). For this to happen, it has been suggested that the countries of the region will have to embrace market economy concepts and agree to move towards transparency and privatisation, a word often used synonymously with the sale of public assets, deregulation and decentralisation.


Little is understood about the relationship between Iranian politics, society, the economy and privatisation. For instance, while the idea of privatisation is currently popular in the region, and in Iran in particular, the consequences of privatisation are rarely thought through. This is especially true as they relate to standards of services, prices, costs, crosssubsidisation, competitiveness, reallocation of human resources, safety and other components linked to the public interest, not to mention the implications for the private sector and existing government organisations. In particular, the study considers the problems that the Iranian oil and gas sectors face in adopting a privatisation model, and what solutions there are that would fit the unique circumstances in Iran.







The Debate over Privatisation


This study is not taking place in a vacuum. There has been a long-running debate over privatisation in purely theoretical terms in Iran and any analysis of privatisation in the country must take account of the arguments, which encompass a host of realities such as the country’s history and culture. While the answer to the question “why consider privatising?” is as old as the subjects of economics and management themselves, there still exist many ambiguities. In support of privatisation Smith wrote:


In every great monarchy in Europe the sale of the crown lands would produce a very large sum of money, which, if applied to the payment of the public debts, would deliver from mortgage a much greater revenue than any which those lands have ever afforded to the crown . . . [w]hen the crown lands had become private property, they would, in the course of a few years, become well improved and well cultivated (Smith, 1904:348).


This positive slant on private ownership and the view on privatisation in the West has not gone uncontested by Marxist critiques of private ownership. However, in the main, and in many contexts, the basic aims of privatisation are claimed to be the promotion of competition and increased efficiency. In line with these goals, Iran’s former Deputy Minister of Economy, Dr Mohammad Khazaee (2003), stated that maximum efficiency would be achieved if the decision-making politicians and public servants were replaced by market mechanisms, and that the philosophy and practice of the private sector should be injected into the public sector.


A strategy to privatise requires the size of the public sector organisation to be reduced and public sector borrowing to be controlled and also reduced so as to make room for unfettered private sector borrowing. Privatisation is commonly believed by its proponents to induce transparency in decision-making. Furthermore, because independent capital markets are likely to be more reliable sources of funding than the politically controlled capital markets, over a period of time privatised companies should be able to raise funds to finance efficiency or expansion in a more flexible manner, and so meet their special needs. In addition, financial markets bring their own scrutiny by analysts and bankers, a discipline not available in government (Pesaran, 2003). Keynesian economists might criticise the argument on the grounds that the assets of public enterprises are almost invariably undervalued because of government fears that sales might fall through. Potential conflict of interest with the appointed consultants in the privatisation programme is cited as another difficult aspect (Wiltshire, 1987). The main criticisms of the British privatisation programme, for instance, have been in five major spheres (Wiltshire, 1987):


1) The failure of the government to ensure competition in industries where privatisation occurs, thereby appearing to convert public monopolies1 into private monopolies;


2) the creation of inadequate regulatory frameworks in such monopolistic or oligopolistic industries, especially in relation to the fulfilment of social obligations on the part of privatised industries;


3) failure on the part of the government to adequately safeguard the national interest against foreign influences in the privatisation process;


4) the revenue from the sale of public assets being apportioned to consolidated revenue rather than being earmarked for future generations and future public uses;


5) the standard of services after sale or contracting out.


In light of the British experience (and others’), the question arises as to whether the government of Iran will find the courage to give up its control over the National Iranian Oil Company (NIOC). Will it be able to successfully reallocate surplus human resources when the NIOC is downsized after privatisation? More will be said about the Iranian case later.


Differences in behaviour under state and private ownership may be compounded by differences in objectives. In the private sector, although profit may not always be rigorously and consistently pursued, there is, nevertheless, a clear bottom line. If losses continue to be made, the firm will ultimately fail. In the state sector, however, objectives are vague and tend to change according to the political climate, leading to uncertainty about long-term strategies within industries (Martin and Parker, 1997). It is also widely believed that public ownership reduces the incentive to secure profits and removes the threat of bankruptcy. Private ownership would undoubtedly provide a significant spur to managerial efficiency. Capital would be allocated according to the market, rather than politics, and interventions would largely cease. To secure such advantages, Enoch Powell, the right-wing British politician, and Milton Friedman, the famous monetarist, advocated immediate and wholesale denationalisation (Beesley and Littlechild, 1989).







Background to the Privatisation Policy in Iran


To analyse the relevance of the privatisation of the National Iranian Oil Company and to understand the idiosyncrasies and hesitation of the Iranian policy-makers, one must look into its immediate background. Most oil-rich Third World economies have had difficulty in evolving into true liberal societies. By owning or controlling revenues generated by oil, the state is able to dominate society, making all classes and groups economically dependent on their “black gold”. Oil tends to centralise state power in the Middle Eastern countries as this commodity forms anywhere between 80% to 93% of their foreign exchange earnings (USEIA, 1998, 2005). When the US-backed Pahlavi regime began to fall apart, problems within Iranian society were compounded by the diplomatic pressures applied by the US, its main ally. To make matters worse, the decline of oil prices in 1974 sharply curtailed its economic ambitions (Kamrava, 1990). A quarter of a century after the fall of the Shah of Iran and the establishment of an Islamic regime, the country began to re-examine its revolution. The 1979 revolution was originally grounded on a fight for democracy, civil rights and freedom from foreign interference. But the revolutionary process was soon dominated by Ayatollah Khomeini and a coterie of clerical activists, who imposed, inter alia, strict Islamic dress on women and banned alcohol and music. The seizure of the American Embassy and the extremely brutal repression of opponents turned Iran into a pariah state.


President Mohammad Khatami tried to restore normality, both in Iran and in its relationships with foreign countries. Elected with 69% of the vote in the May 1997 elections, and again, with some 60% of the vote in the 2001 elections, he certainly enjoyed the mandate of Iran’s youthful population. More than 40% of the country’s 65 million citizens were under the age of 15. However, the job market was tight and, with the introduction of the United Nations’ second set of sanctions, the importation of desperately needed spares for the ageing oil and gas industry became much harder. Having the second largest bank in Iran, Bank Sepah, on the sanctions list, compounded the problems of transacting with the sources of supply in US dollars. Even if the tightening of the noose around the financial institutions did not make it impossible to secure the requirements of the country from abroad, it certainly made it uneconomic to buy goods and services from the traditional sources of supply.


The economy was in serious trouble. Iran’s population had doubled since the revolution, dramatically increasing consumption. With no growth in the output of the economy (GDP), the standard of living had halved. Half the population, including 70% of government employees, lived below the official poverty line and still do. Many have more than one job just to make ends meet. Unemployment was estimated at 25% and the future seemed bleak. Every year, 800,000 young people entered the job market. It is estimated that more than $100 billion were needed to be invested to maintain existing employment levels, but only $2.3 billion were allocated to job creation (Reuters, 1998a).


In 1998, fuel subsidies alone reached $11 billion per year – double the country’s development budget. Food subsidies on basic commodities such as bread, rice and sugar consumed another $2.2 billion per year. Together, these subsidies used up virtually all of the country’s $16 billion oil revenue for the year (Reuters, 1998b). President Khatami accepted the need for market reform and, with no other source of capital available to the country, he sought to attract foreign investments. The President skilfully combined cuts with subsidies, the privatisation of state firms and changes to labour laws; in short, he applied shock therapy to the market and called for the liberalisation of social and political rules to allow freedom of expression, freedom of the press and the establishment of a civil society. At the same time he became fully committed to restructuring the economy. His government approved the privatisation of 538 state-owned companies through auctions and stock sales, with plans to privatise another 2,000 (Reuters, 1999). The Iranian Parliament (Majlis) approved plans to overhaul the oil industry and boost Iran’s sagging oil production from 3.5 million bpd (barrels per day) to 6 million bpd over the next ten years (USEIA, 1998). This required at least $120 billion in capital, which had to come from private investors and foreign sources.


Through a strategic development plan and the implementation of various petrochemical projects, efforts were made to raise the production level of Iran’s petrochemical industry. Begun in 1997, the plan was divided into five phases, to last until 2013. By the end of this period the total volume of final products was estimated to reach 16.8 million metric tons per year. The value of investment amounted to $20.6 billion, with total sales topping $11.8 billion (PIIC, 2000).


Participation by the private sector, whether in the form of investment in stock or in the form of launching new projects, can have a considerable impact, and it was for this purpose that the Petrochemical Industries Investment Company (PIIC) was established. As privatisation became one of the main policies of the government, it led to the restructuring of the National Petrochemical Company (NPC): plants with a capacity of less than 100,000 tons per annum were subject to transfer to the private sector (PIIC, 2000). The private sector was also allowed to invest in medium-sized petrochemical plants. NPC offered bonds for the construction of petrochemical plants, and also supplied raw materials to the private sector at a 30% discount compared with world prices.


Providing macro-economic stability and ensuring progress in the key area of the economy was critical in putting Iran on a sustainable growth path, announced Tahmaseb Mazaheri, the former Minister of Economy, after a meeting with his UK counterpart, Gordon Brown, at the end of June 2003. To create a suitable environment for the private sector to function properly, coupled with reform of the financial sector and pricing system, Iran must rid itself of the notion that foreign investors are imperialistic. Although the Ministry of Energy authorised the sale of 14% of the capacity of its state-owned power plants (Utilipoint, 2004), NIOC remained off-limits. This study investigates whether Iran has any choice but to privatise NIOC while taking into account reasons for the reluctance on the part of the people and the government.


Since the announcement of the privatisation programme in the Five-Year Development Plan (FYDP) in 2000 (Privatisation Organisation, 2002), significant progress has been made and a new agency set up by the Ministry of Finance. The Majlis has promulgated regulations governing privatisation. The Privatisation Committee (PC), under the supervision of the president, reviewed 1,039 public sector enterprises for privatisation: 217 were to remain public, 87 were to be liquidated and 735 were earmarked for privatisation. During 2000–01, the government sold Rls2,040 billion (Rials) (about 0.5% of GDP) worth of shares in public enterprises on the Tehran Stock Exchange (TSE). It ceded Rls100 billion worth of shares to workers. Rls1,800 billion worth of shares were put up for sale. In the oil sector, the Oil Ministry announced that the PC would cede 23 subsidiary firms to the private sector over the FYDP period, including the National Iranian Tanker Company (NITC) and the Liquefied Gas Distribution Centres (LGDC) (World Bank, 2001).


The critical issue facing Iran today is its stand-off with the international community over its development of nuclear technology. While this point is self-evident, what is not so obvious is that the eventual resolution of this crisis is likely to profoundly affect Iran in the future, not just in terms of its economy and its privatisation policies, but also in terms of its foreign policy, domestic politics and, potentially, even the nature of the state itself.


Iran’s economy was in desperate need of radical reform. Mahmoud Ahmadinejad came to power, in June 2005, on the back of an anticorruption campaign and the promise to reform the economy, proclaiming that he would bring the oil money to every table in Iran. In November 2005, he announced that the government would begin to distribute shares of Iranian publicly held industries to the entire populace. Rumours quickly spread that this was a preliminary step to the seizure and redistribution of many private industries and other assets, and the result was a vast, sudden flight of capital out of the country, possibly in the order of $200 billion. This, together with his remark about wiping Israel off the map, caused the Tehran stock market to collapse.


Almost 40% of the Iranian GDP is accounted for by the Bonyads, which are nominally charitable foundations established to administer the Pahlavi regime’s assets on behalf of the Iranian people, but in actuality are massive corruption machines that bankroll the senior leadership. Corruption reduced liquidity, frightened off investment, boosted inflation, spurred widespread unemployment, diminished non-oil exports, impoverished the middle class and created a very serious gap between the rich and the poor. Iran’s latest Five-Year Plan (Privatisation Organisation, 2004) called for $20 billion investment each and every year in addition to $70 billion to recapitalise Iran’s decrepit oil industry. With corruption so rampant it was difficult to see where the money would come from.


According to Amini (2004), and expounded further by Nili et al. (2004), Iran’s problem is that there are only three capital markets in the world capable of generating such levels of investment over the next five to ten years – these being the United States, Europe and Japan. Much as Iranian hardliners would like to believe that Russia, China and India could replace the West, the fact of the matter is that they will not be in a position to do so for about a decade. In addition, there is the issue of superior Western technology: the Iranians would much prefer to have Exxon or Shell repairing the oil infrastructure, rather than Lukoil or Sinopec (Pollack, 2006).


Iran has recently issued an executive order for the privatisation of 80% of several state-owned companies, but retained firm control over the upstream oil sector and key banks. Ayatollah Seyed Ali Khamenei, Supreme Leader of the Islamic Republic of Iran, said in his order: “Ceding 80 per cent of the shares of large companies will serve to bring about economic development, social justice and the elimination of poverty” (Roshanzamir, 2006).


The executive order was designed to revive Iran’s stalled privatisation programme and kick-start the country’s many uncompetitive industries of the Bonyad Mostazafan, which are heavily protected and are the root cause of ill-feeling among the various sectors of society.


The implementation of this action plan would change the government’s role from direct involvement in ownership and management of large companies to supervising and guiding different sectors of the economy in line with the regulations of the World Trade Organisation. Ayatollah Khamenei said that the privatisation process would help reinforce the private sector in the national economy and encourage companies to compete in international markets and that the downstream oil and gas sectors would be privatised, but excluded the upstream oil and gas industry, NIOC, the state companies involved in exploration and the production of crude oil and gas. The former head of Tehran’s Chamber of Commerce, Mohamad Reza Behzadian, noted that the move amounted to a major change in the old constitutional attitude toward the economy as the absolute property of the government, stating that this order means a change in the government’s status from owner to guide (AFP, 2006).


In early March 2007, the bitter rivalry between Iran’s President, Mahmoud Ahmadinejad, and the country’s leading elder statesman, Ayatollah Hashemi Rafsanjani, erupted into a public struggle for control over economic policies. Hashemi Rafsanjani, the President’s most influential opponent, set the scene for a power struggle by telling Iranian journalists on 7 March 2007 that Mr Ahmadinejad’s “trial period is over”. He said he would use his position as head of the Expediency Council (a state body empowered to set the Islamic regime’s long-term goals) to reshape the government’s economic policies.2 This is an extract of what he said to journalists:


Now the trial period is over and the supervising role of the expediency council should be enacted more seriously. Under the 20-year outlook plan the country’s reliance on oil should be reduced by more than 10% each year but during the last two years this process has been reversed. Next year’s budget depends on oil to an even greater extent than those of the last two years.


It is rather obvious that while there was unanimity and abundance of political will in carrying out the plans for economic reforms, particularly in respect of the privatisation programme, there were no signs of universal acceptance of how the political reforms would be made to keep step with the economic liberalisation plans.







Determinants of the Privatisation Policy


The previous section has surveyed the background and history of privatisation policy in Iran and the aims and objectives of the study. As already intimated, no published research on the privatisation of the oil and gas industry has been conducted outside Iran. This study aims to fill this gap and provide future researchers with the empirical data collected by the author during personal interviews and by reviewing existing archives in Iran. We are now in a position to outline the question which this study specifically addresses. It aims to identify the determinants of the Iranian policy of privatisation in order to answer the question of whether there is the political will to privatise the Iranian oil and gas industry. But to answer this question, it is necessary to address certain sub-issues:


Privatisation in theory and practice: Contemporary privatisation theory; Other similar attempts at privatisation, i.e. privatisation in comparable political, economic and social environments.


How the historical evolution of Iranian politics and economics affected the current policymaking environment.










What the structural features of importance are, including previous privatisation transactions; the legal framework; the political, social and economic environment; and regional and global geopolitical and economic factors.






Furthermore, certain facts about Iran’s politics and society also have to be addressed. These include:





The Iranian domestic environment: Past policy evolution; domestic policy, economic policy, oil policy.





The social psychology of Iranian government and society; the role of revolutionary ideology, the role of religion.





The international environment, including: Relations with Middle Eastern states; relations with the West; relations with international organisations.





These issues are all addressed in this study. The following section summarises the chapters and the methodology used in this research. As regards the latter a three-pronged approach is adopted. First, a historical survey of Iran since World War II is provided in order to build the political and economic context for the determinants of privatisation policy in Iran. Second, a theoretical basis for the determination of privatisation policy is developed and the precedents of privatisation policy are explored. Finally, the specific background and the legal and institutional framework as well as the policymakers’ perspectives are described and analysed. Together, these three approaches may provide an understanding of the determinants of the privatisation policy in Iran.









Summary of Chapters


Chapter 1 presents an overview of the theoretical basis behind privatisation in general. It describes the various schools of thought concerned with privatisation and sets out the realm of possibilities that privatisation can be conceived for Iran. To illustrate this realm of possibilities, the chapter then looks at some concrete examples of privatisation in countries surrounding Iran, including Pakistan, Azerbaijan, Kyrgyzstan and India. The experiences of two other countries further afield, namely Egypt and China, are also examined since they have a major effect on the Iranian economy. In other words, the chapter examines the possible privatisation decisions which can be made by the Iranian policymakers. This is the case because it must be assumed that as rational players, Iranian policymakers, while interacting with other policymakers outside Iran, can only make decisions based on historical or comparative precedents. This sets the stage for examining the types of privatisation to adopt, and in that sense it might be considered as providing one of the determinants of privatisation.


Chapters 2, 3 and 4 employ a political economy approach to analyse the history leading up to present discussions of Iranian oil and gas privatisation. Each chapter explores an era of Iran, beginning in Chapter 2 with the postwar period, dominated by the Shah, and leading up to the 1979 revolution. Chapter 3 then addresses the period roughly equal to Khomeini’s rule, from 1979 to 1989. Chapter 4 addresses the contemporary Iranian situation, from 1989 to the present. Each of these chapters explores political issues, including domestic and international politics. They also review economic issues, including changes in the economic outlook of each era. The chapters then analyse the interplay between these factors.


Throughout this study, the political economy methodology is utilised. It admits a causal relationship between economic change by political change and vice versa. It is here assumed also that domestic factors have international consequences just as international factors have domestic consequences. In the case of Iran, we have seen that as the price of oil rises, due to international events and demand, the privatisation fever subsides, but as prices drop the attraction of privatisation increases among the political elite.


Clearly, the interplay between domestic and international political and economic factors have decisively influenced Iranian privatisation policy. Each of these (four) factors is summarised as follows. The first is the disjunction between Iran’s government and society, one that Katouzian (2000; 2003) has called the “theory of arbitrary rule”. It existed in pre-revolutionary Iran and continued thereafter, though in a different form. Such disjunction between the state and society is the first determinant of policy, and privatisation policy more specifically. The second factor is the disjunction between economic and socio-political modernisation. This is examined in relation to the Shah’s attempts at economic and political reform and similarly in post-revolution Iran. The third factor determining policy is Iran’s dependence on oil. Oil has played a major role in the life of Iran under the Shah and has continued to do so since the revolution. It has distorted as well as given bias to both domestic and international policy of the state and still plays a huge role in determining privatisation policy. The fourth factor to consider is the relations of Iran with the West (the US in particular) and Iranian society’s perception of these relations. In particular it perceives the West’s attitude towards Iran as imperialistic, and this had a significant effect on the nature of Iran’s policy before the revolution and since.


These four factors have all helped to determine the nature of Iranian policy with regard to privatisation throughout the history of Iran, going back at least to the days of the Shah. They continued into post-revolutionary Iran due, in part, to the brevity of the Iranian revolution. In addition to these determinants, there are two supplementary factors which have had a significant influence since the revolution. In some senses these had existed before the revolution, but became much more pronounced after it.


One of these was the role of the Islamic Republic’s revolutionary ideology. It led to changes in the structure of government and in foreign policy. In respect of the latter one may cite the hostage crisis and Iran’s handling of the Iran–Iraq War and the Gulf War of 1990. Another key issue has been Iran’s development of its nuclear capability. Together these factors have, broadly speaking, contributed to changes in government policy and, more specifically, to privatisation. The other factor was the role of religion. In particular, religion has had a complex, but direct impact on privatisation policy (this aspect is explored in some detail in the course of this study). Needless to say, religion had other effects on politics and economics; one may also mention the dichotomy between Khomeini’s views on the revolution on the one hand and his views on fundamentalist Islam on the other. This has had indirect, though no less wide-ranging, effects on Iran’s privatisation policy.


Chapter 5 focuses on the four primary factors which directly affect privatisation policy. These serve as background to a number of determinants: the legal and institutional framework; the nature of oil and gas relative to privatisation; and the thinking of the relevant policymakers. The chapter pulls together all of the historical and theoretical contexts and determinants of Iran’s privatisation policy.


The narrative on the legal and institutional framework is based on a close reading of the relevant legal documents concerning privatisation post-1990 in Iran. It also explores the institutional issues which have arisen since that time and which constrain policy decisions. The chapter brings together the theoretical arguments regarding privatisation (discussed in Chapter 1) and the legal and political evolution discussed in Chapters 2, 3 and 4. The third factor – the oil and gas industry – is a unique feature in Iran, and its privatisation needs to be addressed separately from other types. It also brings into play supplementary information to help better understand the characteristics of this sector. With respect to the personal views of decisionmakers concerned with privatisation in Iran, these were obtained through extensive interviews. The questions put to the interviewees were thoroughly prepared beforehand so as to provide a perspective on what kind of information was relevant and what sort of bias can be expected. The findings are then described and examined.


Chapter 6 summarises the conclusions of each chapter and brings out the implications of the study. The factors determining the privatisation policy, particularly those concerned with the oil and gas sector, are illustrated by means of Table 6.1. They all interact to determine the privatisation policy in the country, with each playing its own role and so must be discussed separately. As seen in Chapter 5, the contextual elements contribute to the specific factors which determine privatisation. These conclusions enable us to make some hypotheses concerning, inter alia, the prospects for the privatisation of the oil and gas in Iran. The framework developed in this study allows us to do more than simply make guesses about such prospects.







A Note on Source Material


This study uses a dual methodology based on primary and secondary sources. As illustrated in the summary of chapters above, secondary sources are combined with publicly available primary sources so as to provide a context for answering the question raised in this study. In addition, fresh and significant information regarding the personal views of policymakers (who are associated with the privatisation process) has been extracted, and is set out in Chapter 5. The primary and secondary sources include:




	relevant legal texts;


	government documentation;


	regulatory documentation;


	banking and other business documentation and data;


	speeches by government officials;


	theoretical and other academic works and articles in journals.





Face-to-face interviews with key figures involved in the privatisation process gave a subtle picture of their views and attitudes regarding privatisation in Iran. These interviews, backed by a questionnaire, provided a nuance to the study without which the human element would have been submerged. My encounters were mainly with key personnel of the Ministry of Power and affiliated companies within the oil and gas sector, including the National Iranian Oil Company (NIOC), the National Petro-Chemical Company (NPC), the National Iranian Tanker Company (NITC) and the Helicopter Services Organisation (HSO). (For a list of the persons interviewed, see Appendix 3.)


The questionnaire is designed with national objectives in mind and forms part of my method of collecting data. Case studies on the subject from other countries were brought to the attention of interviewees during the discussion of the questionnaire. Collection of unpublished data can best be made through personal visits and interviews. Having worked as a consultant and provider of services to the oil and gas sector, I have had access to decisionmakers for personal interviews. In this connection, it is worth mentioning that the replies to my questions during these interviews were not taken at face value, but were sifted out from the interviewees’ personalities.





Notes


1 One might also refer to them as ‘regulated monopolies’, such as the utility companies in the United States.


2 Robert Tait in Tehran, Wednesday 7 March 2007, The Guardian.
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PRIVATISATION IN THEORY AND PRACTICE




Introduction


Rather than probing into the background of decisionmaking in Iran, this chapter will look at the precedents in other countries ranged before Iranian decisionmakers. Indeed, the theoretical and precedent bases for possible decisions are not determined by any individual player, but rather by a structural feature of the international system, the interplay between different players, and, crucially, by the evolution of ideas, what Richard Dawkins (1991) calls memes. Thus it is the realm of possibilities which inspires as well as constrains policymakers when taking and implementing decisions. It includes the theoretical arguments which practitioners could use as a framework for privatisation in Iran. Equally important are the precedents provided by other states. These were also constrained by theories about privatisation existing at the time as well by the experience of others, along with their individual circumstances and the resources available to them.


There is an interplay between the possible decisions which Iran can make concerning privatisation and the actual decisions taken over time. This is a process called structuration, developed by Giddens (1984), to serve as a means of solving the so-called “agent–structure” problem. The problem is that it is not clear whether structures or systems cause agents to act as they do, or if agents create the structure. Giddens’ solution is to say that there is an interplay over time between the structure and agent where each contributes to the formation of the other. In the case of Iranian privatisation, the structuration solution is that theory and precedents (the structure) are informing the decisions of policymakers (the agents), and that at the same time their decisions are contributing to the nature of the structure, i.e. by becoming another precedent. The implication of this for Iran is that the theory and precedents of privatisation must be studied carefully.


This chapter begins by addressing the theory of privatisation, providing in the first instance a very general overview of the issue, including definitions of important concepts. It then moves on to illustrate and examine the different possible forms of privatisation. This sets the stage for a more in-depth examination of some specific issues that arise in the privatisation process and which have important implications in Iran; in particular, the issue of the right to property is then explored.


Secondly, the chapter surveys the experiences of the (relevant) states surrounding Iran and those further afield which have considerable impact on Iranian privatisation. The countries surrounding Iran include Pakistan, Azerbaijan, Kyrgyzstan and India. The non-neighbouring states, which have a major effect on the Iranian economy, are Egypt and China. After casting a glance at the history of their privatisation attempts over the last decades, the discussion moves on to analyse these attempts, specifically in regard to the structural constraints they impose on other states in their own attempts to privatise.







Privatisation and Related Concepts


The term privatisation has a wide range of meanings which can be seen from the large number of theoretical and empirical analyses on the subject (Demsetz, 1967; Backhaus, 1989; Barzel, 1989; Bouin, 1992). One particular study, for example, has enumerated as many as 15 understandings of the concept of privatisation (Gormley, 1991). In more specific and fundamental terms, it is understood as the transfer of property and controlling rights of enterprises, infrastructures and other economic establishments from the state to the private sector. In a wider sense, privatisation is conceptualised as the process of enhancing the effectiveness of the non-state economic sector. Obviously, the latter can both incorporate and exclude the former, and as such could open up possibilities for rhetorical commitment to privatisation on the part of the political and economic elites.


In an even wider sense, privatisation can be interpreted as a process which incorporates broad measures of economic liberalisation, such as reducing state paternalism, the removal of bureaucratic obstacles for economic agents and the improvement of the functioning of state-owned enterprises. In this sense, even if privatisation is being implemented in the economic milieu, it represents a bona fide political process which requires the researcher to delve deeply into its political determinants and consequences. As such, privatisation clearly differs from other phenomena signifying a withdrawal of state influence and control over the economy, such as commercialisation, decentralisation and deregulation. They can all exist independently, but can also join into a coherent governmental privatisation strategy.


Commercialisation implies the extraction of state-owned enterprises from the framework of state-planning, i.e. they become independent economic agents with their own capital and juridical standing that function according to the logic of the market. Decentralisation is defined as the process of transferring ownership and controlling rights from central to local structures of state authority, whereby state planning becomes a mere summary of local economic planning. Finally, deregulation implies the withdrawal of the state from many aspects of the country’s economic life through, inter alia, the liberalisation of prices, the liberalisation of the trade regime, demonopolisation, etc.


The notion of privatisation should also be distinguished from the closely related, but narrower, concept of divestiture. It presupposes the spin-off of filials, branches or units of a given enterprise, either because of hardship or economic necessity. In the first case, the revenues from the sale would help maintain the rest of the activities; in the second, there would be a restructuring or re-orientation predominantly towards other areas of the business. Divestiture can be effected through the transfer of shares or material assets and is often a method of exiting a position of market monopoly, voluntarily or not. Another associated mechanism, which also falls short of the transfer of property and controlling rights, is that of contracting service providers, such as managerial or consultancy services, and outsourcing certain of its less profitable activities to third parties (Gormley, 1991).
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