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Abstract

This study, with an analytical-historical approach and using the method of document content
analysis, examines the performance of the Economic Council in dealing with the inflation crisis
in 1976 and 1977. Using primary documents, including the minutes of the Economic Council
meetings, the Central Bank reports, and the Fifth Development Plan, the role of this institution
in designing and implementing anti-inflation policies has been objectively and scientifically
evaluated. The findings show that the main root of the inflation crisis was the unprecedented
increase in oil revenues and the accelerated revision of the Fifth Development Plan, which
led to the injection of increasing liquidity into an economy with limited absorption capacity
and created conditions similar to the Dutch disease. These conditions were accompanied by
increased dependence on imports, weakening tradable sectors, and the absorption of resources
into unproductive sectors. The Economic Council identified the roots of inflation by adopting
fiscal and monetary contractionary policies, including the revision of development projects
and control of bank credits. However, the implementation of these policies faced structural,
institutional, and political obstacles. The failure of anti-inflationary policies was rooted in the
fundamental contradiction between the technocratic-economic logic and the political-prestige
logic that dominated the economic system of that period. This contradiction was manifested in
three main axes: the priority of implementing large-scale projects over contractionary policies,
incoordination and competition of executive bodies in allocating resources, and the diversion
of bank credits from the production sector to unproductive activities. But the main question of
this research is why, despite the recognition of the roots of inflation by the technocrats present
in the Economic Council, the policies adopted failed to control inflation? Was this failure due
to technical errors, weakness in policy implementation, or structural and political factors?
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Introduction

During the final years of the Pahlavi dynasty, from 1976 to 1977, Iran faced a
severe inflation crisis that became a defining economic challenge for the regime.
The Supreme Economic Council, as the principal institution for macroeconomic
policy, was tasked with designing and implementing strategies to combat this
surge. This period was marked by an unprecedented influx of oil revenues,
which, while seemingly a boon, precipitated a crisis. A hasty, large-scale revision
of the Fifth Development Plan injected massive liquidity into the system, far
exceeding the economy’s absorptive capacity and triggering intense demand-pull
inflation. The economy began to exhibit classic symptoms of “Dutch disease™
a heightened dependence on imports, the weakening of tradable sectors like
agriculture and industry, and a shift of resources toward non-productive areas
such as real estate. In response, the technocrats within the Supreme Economic
Council correctly diagnosed the roots of the inflation. They proposed a set
of theoretically sound contractionary fiscal and monetary policies, including a
review of major development projects and controls on bank credit, aiming to
cool down the overheated economy. However, these policies ultimately failed.
This study argues that the failure was not a result of flawed technical analysis
but of insurmountable structural and political barriers. A fundamental conflict
existed between the rational economic logic of the technocrats and the prevailing
political logic of a rentier state. The government’s focus remained on prestigious,
long-term projects, while a lack of coordination among executive agencies and
a dysfunctional banking system that fueled speculation rather than production
undermined any attempt at fiscal and monetary discipline. This analysis, therefore,
moves beyond a critique of policy execution to examine the deep-seated
institutional and political paralysis that prevented the implementation of effective
anti-inflationary measures, ultimately highlighting the structural vulnerabilities of
the Pahlavi political economy.

Materials and Methods

This study employs a qualitative, analytical-historical approach to investigate
the failure of anti-inflationary policies in Iran between 1976 and 1977. The
research methodology is primarily grounded in the systematic content analysis
of archival documents, allowing for an in-depth reconstruction of the decision-
making processes within the Pahlavi regime’s key economic institution. The
core materials for this research consist of primary, and often unpublished,
documents sourced from the National Archives of Iran (SAKMA). Central
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to this collection are the verbatim minutes of the Supreme Economic Council
meetings held during the period of study. These records are invaluable as they
provide a direct window into the policy debates, the diagnoses of the economic
crisis, the proposed solutions, and the critical interactions between the state’s
leading technocrats-such as the head of the Plan and Budget Organization and
the governor of the Central Bank-and the ultimate political authority, the Shah.
This primary data allows for a nuanced analysis of the arguments, priorities,
and conflicts that shaped economic policy.

Result and Discussion

The results clearly indicate that the Council’s technocrats, led by figures from
the Plan and Budget Organization and the Central Bank, accurately identified
the primary drivers of inflation. Their discussions consistently pointed
to demand-pull pressures fueled by the massive and rapid injection of oil
revenues into the economy. They correctly diagnosed the “Dutch disease”
effects: severe supply bottlenecks in infrastructure like ports and transport, a
critical shortage of skilled labor, and the diversion of capital and labor away
from productive sectors toward speculative activities, particularly in real estate.
The policy prescriptions they formulated were a direct and rational response
to this diagnosis: a contractionary fiscal policy centered on a drastic review
and postponement of large-scale development projects, and a tightening of
monetary policy by imposing firm limits on bank credit expansion.

However, the discussion of these findings exposes a series of insurmountable
barriers that rendered these policies inert. The first and most significant obstacle
was the primacy of the Shah’s political will over economiclogic. The minutes reveal
that while the Shah verbally consented to austerity, he fundamentally rejected
any measures that would slow down or halt the showcase projects of his “Great
Civilization.” His priorities lay with capital-intensive, long-term ventures-nuclear
power plants, advanced military bases, and heavy industries-which he viewed as
essential symbols of national prestige and power. Technocratic pleas for fiscal
discipline and a shift toward “quick-yielding” investments to meet immediate
consumer needs were consistently overruled by this overarching political agenda.
Second, the state apparatus was characterized by severe bureaucratic
fragmentation and competition. Instead of a coordinated national effort,
government ministries and powerful entities like the military operated as rival
fiefdoms, vying for the largest possible share of oil revenues. They frequently
bypassed the Plan and Budget Organization, securing project approvals and
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funding directly from the Shah. This created a state of fiscal anarchy, where
“commitments outside the budget” became the norm, making any centralized
control over government expenditure impossible.

Third, this dysfunction was compounded by the perverse incentives within the
financial system. The Council’s own reports confirmed that the surge in bank
credit was not financing productive investment in agticulture or industry. Instead,
it was overwhelmingly channeled into land and real estate speculation, which
offered far higher and faster returns. The banking system thus became a primary
engine of the very inflation it was supposed to help control, fueling a massive
asset bubble, exacerbating the cost of living, and widening social inequality.

In essence, the Supreme Economic Council was a forum for rational
deliberation trapped within an irrational political structure. Its technocratic
logic clashed with a system driven by political prestige, bureaucratic rivalry, and
speculative rent-seeking. The policies failed because the fundamental structure
of the Pahlavi state prioritized rapid, symbolic modernization over stable,
balanced economic development, creating a crisis that its own institutions were
powertless to resolve.

Conclusions

This study concludes that the failure of the Supreme Economic Council to curb
the hyperinflation of 1976-1977 was not a failure of economic diagnosis but
one of political and institutional capacity. The Council’s technocrats accurately
identified the crisis as a classic case of demand-pull inflation driven by excessive
oil revenues and correctly prescribed contractionary fiscal and monetary
policies. However, these rational solutions were fundamentally incompatible
with the structure and logic of the Pahlavi rentier state.

The implementation of sound economic policy was systematically blocked
by three structural barriers: the absolute primacy of the Shah’s political will,
which prioritized prestige projects over fiscal stability; a fragmented and
competitive bureaucracy that made coordinated national policy impossible; and
a dysfunctional financial sector that amplified the crisis by channeling credit
into speculation instead of production. The Supreme Economic Council,
therefore, became a theater for rational deliberation whose conclusions had little
bearing on actual state practice. Its failure exemplifies the critical disconnect
between technocratic knowledge and political power, revealing a regime whose
developmental ambitions had fatally outstripped its institutional ability to
manage them, thus accelerating its own economic and political unraveling;
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