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Abstract
The Rise of Iran Auto: Globalization, liberalization and network-centered development in
the Islamic Republic
by Darius Bozorg Mehri
Doctor of Philosophy in Sociology
University of California, Berkeley

Peter B. Evans, Chair

This dissertation makes contributions to the field of sociology of development and
globalization. It addresses how Iran was able to obtain the state capacity to develop the
automobile industry, and how Iran transferred the technology to build an industry with
autonomous, indigenous technical capacity

Most theories of the developmental state assume that industrial transformation
requires capable and coherent development bureaucracies that are “autonomous”—
insulated from particularistic private interests yet benefiting from networks connecting
them to relevant private industrial actors. Scholars agree that political factionalism and
I[slamic institutions have transformed Iran into an economically incoherent and rent-
seeking predatory state. Iran’s success in developing an automobile industry with high
local manufacturing content while becoming the world’s eleventh-largest producer of
passenger cars and the fifth-largest in the global south seems to contradict this perspective.
This dissertation offers two contributions to existing theories of the developmental state:
First, it shows that nationalists with a project of industrialization can decouple a key set of
organizations sufficiently from other parts of the state apparatus to create an effective
“island of efficiency” within a specific industrial sector. Second, sequencing in the evolution
of the state’s role may be important in facilitating effective development. Construction of
Iran’s auto industry resulted from a process of collective action by elite managers within
the industry to first establish elite autonomous alliances within the state and then to
establish network connections to economic actors outside the state who could help defend
the project from predatory opponents.

Recent network centered development scholarship has emphasized the role of ties
to multinational enterprises, foreign direct investment, and R&D centers as the primary
conduits through which technology is transferred to build indigenous local technical
capacity in the current global economy. This dissertation builds on these observations by
introducing engineering consulting firms as key network actors for the development of
automobile industries. I will show that a country can develop an industry with greater
indigenous, local technical capacity if it establishes ties to engineering consulting firms
whose core task is to transfer ownership of the technology to local firms. This case suggests
that the development of an automobile industry does not require reliance on multinational



investment as a primary source of technology. In addition, by establishing ties to
engineering consultancies, even countries isolated from global institutions can engage in
more rapid technological learning and industrial upgrading when more conventional ties to
sources of technology are unavailable.
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Introduction

Automobile industries have historically played an important role as case studies in
understanding the success and failure of economic development. Countries that have
attempted to build a national automobile industry have often chosen to do so as part of a
larger project of promoting modernity through industrial development and the accrued
benefits of long-term economic growth. In the automobile industry, these benefits include
backward linkages to automotive parts suppliers who in turn support the plastics, rubber,
and steel industries. Since automobiles are expensive, when exported abroad they provide
a country with capital. Automobiles also transform society through the implementation of
new manufacturing techniques (Biggart & Guillen, 1999; Kronish & Mericle, 1984). It has
recently been estimated by the International Labor Organization that in 2004, 8.4 million
people across the globe worked in automobile production.!

In the post-World War II era, many countries in the global south have attempted to
take advantage of the economic benefits of automobile manufacturing by developing a local
automobile industry with national brands. Only Japan, South Korea, China, India, and
Malaysia have succeeded.? An unlikely addition to the group is Iran, which in 2011
successfully produced 1.4 million vehicles a year and became the world’s eleventh-largest
producer of passenger cars, the fourth-largest in the global south, and the largest in the
Middle East.3 Thousands of research and development engineers currently design national
vehicles, while approximately 600 tier-one parts suppliers produce 70% of the local
manufacturing content. With 20 billion dollars in revenues and an average annual growth
rate of 29% since 2000, the automobile industry is the second-largest industry in Iran
outside of oil. In addition, the automobile industry is the largest employer in Iran and
stands out as the only industry in Iran where large enterprises have well-developed
backward linkages to small and medium enterprises (UNIDO, 2003).

Despite Iran’s ability to develop a successful national automobile industry, by all
scholarly accounts Iran shouldn’t have been able to do so. A remarkable characteristic of
automobile industrial development in Iran is that it accomplished its goal of building a
national industry while remaining relatively isolated from global economic institutions.
According to the Economist Intelligence Unit, out of 60 nations surveyed, Iran was ranked
59th in overall openness to the world economy (Amuzegar, 2005). Iran is not a member of
the World Trade Organization or the World Bank and has not allowed foreign direct
investment to influence industrial strategy.4 This isolation contradicts the most current
automobile industrial development strategies, which argue that the reconfiguration of

L http://www.ilo.org/wow /Articles/lang--en/WCMS 115469 /index.htm. This does not include the
jobs related to the sales and service of automobiles.

2 Countries that have not succeeded include Indonesia, Thailand, the Philippines, Mexico, Brazil,
Peru, Argentina, and Turkey.

3 http://oica.net/category/production-statistics

4 Since the revolution, the amount of FDI entering Iran has been low compared to that of other
developing countries. In 2000, the amount of FDI in Iran amounted to US $1.35 per capita compared
to $12 in Turkey, $31 in China, and $68 in Malaysia. (From Strategy Document to Enhance the
Contribution of an Efficient and Competitive Small- and Medium-Sized Enterprise Sector in Iran,
United Nations Industrial Development Organization. February 2003, p. xxiv.)




global industrialization requires nations to adopt a network-centered development
strategy (Whitford & Potter, 2007; Schrank & Whitford, 2011; O'Riain, 2004; Breznitz &
Murphree, 2011; Block, 2008). The idea here is that conformity to global economic
institutions allows actors in developing countries to establish multiple ties to multinational
corporations in order to obtain the technical, financial, and organizational resources for
industrial development.

In addition, the broad consensus within the sociology of development literature is
that states shape development. Scholars argue that state structures have important
implications for positive development outcomes and, more broadly, for economic growth
and social provision. They further argue that successful development requires high state
capacity, whereby development agencies are autonomous but embedded in society to
coordinate development activities (Evans P. B., 1995; Kohli, 2004; Chibber, 2006). The
scholarship analyzing Iran’s economic development since the revolution, however,
portrays a negative view of Iran’s state capacity. It is argued that political factionalism in
post-revolutionary Iran has led to entrenched, institutionalized disagreements about which
economic policies are best to adopt (Moslem, 2002; Siavoshi, 1992; Baktiari, 1996).
Factionalism has resulted in a diminution of state autonomy, resulting in incoherent
economic planning that in turn has led to industrial and agricultural decline (Amuzegar,
1997; Amirahmadi, 1990; Schirazi, 1993). Islamic institutions and foundations that own
large industrial organizations are implicated in transforming Iran into a rent-seeking
predatory state (Maloney, 2000; Saeidi, 2004). Furthermore, self-interested actors in
government bureaucracies have created import monopolies undermining local industrial
development (Keshavarzian, 2009).

Economic dependence on resource-based exports should have further undermined
the capacity of the state to develop an automobile industry (Karl, 1997). Instead of creating
an economy that is accountable through taxation, oil-rich countries rely on oil as the
primary resource for state revenues. This resource dependency has a large impact on a
state’s institutional development and its ability to direct the activities of private interests.
The state—and not the private sector—becomes the center of accumulation, and hence
institutions are structured around state actors who live off the teat of oil revenue. This
arrangement leads to the hyper-control of development through high rates of patrimony
and centralization, and industries eventually fail due to inefficiencies and incompetence.>

The influence of Islamic laws and institutions on industrial development should also
have undermined Iran’s ability to develop an automobile industry. In clerical
establishments, typically characterized by traditional authority and age-old principles,
appointments of staff members into positions of power are based on patrimony over merit
(Weber 1978). In addition, Islamic states tend to have “despotic” regimes that undermine
protection of property rights and embrace laws that diminish the ease of opening private
businesses to support economic development (La Porta, Lopez-de-Salinas, Shleifer, and
Vishny 1999; Shleifer and Vishny 1998 ). We would therefore expect that a modern
industrial development project in an Islamic state would fail.

5 Karl’s analysis should be distinguished from more strictly economic theories of “Dutch disease,” a
process in which export revenues distort prices in such a way as to discourage industrialization and
agricultural development.



The anomaly of Iran’s automobile industry raises a number of important questions
as to why Iran, a country with many factors that should impede industrial development,
stands out as one of the few countries in the postwar era to develop a large automobile
industry with national brands and indigenous technical capacity. Where did the state
capacity come from for automobile industrial development? What roles did agency and the
stabilization of the political and industrial fields play in transforming institutions to open
up space for development? How did the apparent isolation from global institutions turn
into a possible advantage? Why didn’t the dominant political role of the clerics and the
“resource curse” undercut the ability to construct an industry?

In this dissertation, I will argue that the success of the Iranian automobile industry
suggests that the automobile industry became sufficiently insulated from a key set of
organizations and from other parts of the state apparatus to create an effective “mini-
developmental state” within the automotive sector. I will also contend that origins of state
capacity were contingent on key actors constructing a network of politically effective
relationships at key historical time periods to push forward a nationalist agenda. The
Iranian auto industry, however, operates at the intersection of two fields: the political field
and the industrial field. Institutions and strategic actors operating at this intersection were
key to both constraining and making possible the necessary autonomy for successful
industrial development. Once industry autonomy was established, the industrialists
established infant industry protection and created a unique set of local-global ties to
engineering consulting firms, parts suppliers, and peripheral multinational automobile
producers—all of which created an industry with high local manufacturing content. The
engineering consulting firms were particularly important in transferring the necessary
knowledge and technology to Iran so that industrialists could develop national brands with
indigenous local capacity.

The arguments proposed in this dissertation require new theorizing to explain how
state capacity was established in a politically fractious, incoherent state apparatus with
predatory tendencies. The theoretical frame will include an explanation of social and
institutional changes leading to the formation of state capacity. In addition, the theory will
explain how, in the current globally integrated economy, isolated countries can construct a
strategy to transfer the technology required to build an industry with high local technical
capacity. The following sections will review the sociology of development literature and
current institutional theory applicable to the case of the Iranian automobile industry as
well as a brief explanation of the dissertation’s findings and arguments.

State of the Literature

The Global Reconfiguration of Industrial Production

The postwar development of automobile industries was associated with a late
development strategy whereby developing countries absorbed knowledge and technology
created in already developed countries. Development strategy incorporated a step-by step
process of industrial upgrading: from assembly operations, to the manufacturing of vehicle
parts, and finally the creation of research and design laboratories. One advantage of late
development was the ability to borrow or license technology from the “technological shelf”
created by already developed countries (Gerschenkron, 1962; Amsden, 1989; Whittaker,



Zhu, Sturgeon, Tsai, & Okita, 2010). During the manufacturing stage developing countries
could rely on reverse engineering to deepen technical capacity, taking advantage of
developed countries being more lax in the enforcement of intellectual property rights (Kim,
2004). Manufacturing enterprises were vertically integrated and the large manufacturing
companies owned or tightly controlled their parts suppliers. If a developing country
therefore established a tie to one or more large vehicle manufacturers it could obtain the
assembly and parts technology to manufacture vehicles.

Some scholars posit that the global reconfiguration of industrial production and
rapid innovation has undermined late development strategies Invalid source specified..
Industrial reconfiguration is associated with two major changes in global production -
industrial “fragmentation” and the rise of global value chains (Gereffi & Korzeniewicz,
1994; Arndt & Kierzkowski, 2001; Sturgeon T. ]J., 2002; Sturgeon, Biesebroeck, & Gereffi,
2008; Whitford & Potter, 2007). Industrial fragmentation began with the outsourcing
movement of the 1990s when the large manufacturers spun off their parts supplier
companies. The outsourcing strategies allowed parts suppliers to establish independent
supplier relationships outside their traditional assembler-supplier network. In addition to
this policy change, large automobile companies expanded into emerging markets in the
1990s—outsourcing the production of parts to a supply chain in regions where they had
established assembly operations. These new policies delinked innovation, design, and
marketing from production and thus created large, independent global parts suppliers with
increased scope and scale of operations.

Along with the increase in fragmentation, the automobile industry is now a globally
integrated industry where modular components and parts, made in several worldwide
locations, are produced and supplied by global automobile parts suppliers to the lead
automobile assemblers. The rise of global value chains has resulted in a given country’s
ability to develop a niche in design or production of automobile components at a particular
stage in production—and to market those components via a global supply chain.

Rapid innovation has also undermined late development strategies. Highly
integrated advanced electronics have replaced many of the simpler mechanical
components in most contemporary vehicles. The most important of these new technologies
are in advanced engine design and electronic control units that are key components in
meeting stricter global environmental standards. These changes have weakened the ability
for developing countries to rely on reverse engineering to develop local technical capacity
during the early stages of product development (Block, 2008).

A less well understood impact of the reconfiguration of industrial production is that
it has opened up a space for engineering consulting firms to play a critical role as key
network actors to assist in building greater local, indigenous technical capacity for
automobile industrial development. Engineering consulting firms achieve two goals. First,
they transfer higher, value-added technology and knowledge as well as their own
intellectual property rights to local firms. In this way, developing countries can move up
the automobile global value chain by acquiring rapidly innovating technology without the
need to depend on multinational automobile assemblers. Second, consulting firms use their
own network of ties to global parts suppliers to help developing countries create local
industries with independent, national brands. This is accomplished when they link local
parts suppliers to a network of global parts suppliers to license and manufacture parts
locally.



Many of the most prominent engineering consulting firms were founded prior to the
mid-20th century. Their core business through the 1980s existed mainly among large
automobile assemblers in Europe and America. Starting in the early 1990s, the firms began
to expand their client base when automobile companies started to outsource their
engineering research and design work (Robinson, 1998; Turner, 1996). This policy
increased the engineering knowledge and technical capacity of the firms, making them
more important players as “knowledge and technology brokers” (Hargadon & Sutton, 1997;
Bessant & Rush, 1995). The engineering consulting firms are now multinational
corporations with offices in Europe and the United States and in developing countries that
are active in developing national automobile brands. Technology transfer through
engineering consultancies is most important for isolated countries, such as Iran, that do not
have as much access to conventional technology as countries that are more globally
integrated.

The reconfiguration of industrial production, therefore, has created new
opportunities for industrial development not available to countries prior to globalization.
Countries, however, need to engage in a network-centered strategy whereby they establish
links to multiple actors. These actors include ties to multinational assemblers of finished
automobiles, multinational parts suppliers, and—if they are developing national brands—
engineering consulting firms. The industrialization process in the current global economy,
however, requires a state to have sufficient capacity to coordinate industrial activities. The
next section will discuss the role of state capacity and how it has changed due to the
reconfiguration of industrial production.

Developmental and Neo-Developmental State Theory

Since the 1980s, the coordination of successful industrial development is attributed
to the concept of the developmental state (Johnson, 1982; Wade, 2004). A prominent
subset of the development state scholarship is the work on state capacity. According to
state capacity theorists, states can be divided into two ideal types: developmental states
that enable industrial development and predatory states that undermine development
(Evans P. B., 1995; Kohli, 2004). Developmental states tend to have coherent Weberian
bureaucracies that are autonomous but embedded within society. Autonomous
bureaucracies allow state actors to implement a development project without political
influence or capture from social groups or classes. They are characterized by individuals
driven by collective goals and tied to state agencies as well as their constituents. A
bureaucracy’s esprit de corps allows it to transcend individual interests in order to achieve
national goals, and its embeddedness allows the state to negotiate goals, monitor activities,
and receive feedback to ensure the success of a development project. An important point
here is that states that are high in “state autonomy” are more likely to form the embedded
autonomy structure that leads to positive development outcomes. In predatory states, state
autonomy is low—so development does not take hold because individual incumbents are
allowed to pursue their own goals and ties to society are forged through individuals or
social groups who divert a development project’s resources to themselves and their
constituents.

The study of state capacity offers scholars a predictive model for the success or
failure of automobile industrial development. What would this development look like in the



two extremes of state capacity? In ideal-typical developmental states, the bureaucracy
functions as a nodal agency to coordinate and maintain coherent industrial policies leading
to the development of successful industries (Johnson, 1982; Chibber, 2006; Wade, 2004;
Amsden, 1989). In these states, the industrial development bureaucracies, the industrial
elite, and the state are in agreement regarding which development policies to implement.
Important development state policies include protection of domestic industries through
high tariffs on foreign imports, guiding investments into priority sectors, and promotion of
joint public/private research organizations to build indigenous technical capacity. Our
understanding of state capacity would predict that an automobile industrial development
project in a predatory state would be doomed to failure. State actors in government
agencies would plunder the finances allotted for the industry for personal gain.

Most states, however, are not ideal-typical predatory or developmental states. Many
can be considered “intermediate” because they exist on a continuum between the two ideal
types. Evans originally argued that, when these states engage in industrial development,
the lack of a proper balance between autonomy and embeddedness will result in mixed
industrial development outcomes. For instance, states with weakly embedded autonomous
bureaucracies will not receive adequate feedback from business elites on how to correct
policy mistakes. States without rational bureaucracies will fail, due to close patrimonial ties
to business elites who will create a rent-seeking industrial apparatus (Evans P. B., 1995;
Wright, 1996).

Subsequent studies, however, show that industrial development can succeed in
intermediate states—or, in more extreme cases, where the state apparatus is dominated by
predatory behavior. These states have industries where key actors in the state apparatus
have carved out an “island” or pocket of bureaucratic efficiency (Evans P. B., 1998; Geddes,
Building "State" Autonomy in Brazil, 1990; Cheng, Haggard, & Kang, 1998). An island of
efficiency refers to a development bureaucracy intentionally created to be independent of
state bureaucratic control; hence it is insulated from clientelistic pressures within the state
apparatus and social groups that can undermine industrial development. This arrangement
allows development agencies or firms to control their own financial and human resources,
thereby leading to a greater probability of achieving successful industrial development. An
island of efficiency, however, is fragile because a development agency’s autonomy is
directly related to state officials’ ability to support and maintain the agency from strong
outside social forces that oppose or undermine development over time (Evans P. B., 1998;
Geddes, Building "State" Autonomy in Brazil, 1990).

Even if a country can create an island of efficiency for an industrial sector, it is
broadly understood that since in the early 1990s it has become more difficult for nations to
implement developmental state policies. Developing countries are now incorporating a
global economic integration strategy whereby they are conforming to rules put forward by
the World Bank, the International Monetary Fund, and the World Trade Organization.
These policy strategies typically include privatization of state-owned industries, reduction
or elimination of trade barriers, and relaxation of state control over the markets through
deregulation (Harvey, 2007; Woods, 2006). The aggregate of these organizations and the
rules and laws they promote are what at times is referred to as the “neoliberal regime”.

If global integration and policy conformity to global institutions represent the new
paradigm for industrial development strategy, Iran’s global economic isolation raises
important theoretical questions as to how it was able to develop an industry with



indigenous, local technical capacity. Current theoretical frameworks to address this
question can be summarized in terms of three perspectives. First, successful industrial
development can be achieved only with a nationalist developmentalist strategy (Kohli,
2010; Chang, 2002; Wade, 2004). According to this view, the neoliberal regime threatens
industrial development by forcing counties in the global south to eliminate high tariffs on
imported products. In addition, recent World Trade Organization rules are creating further
multinational corporate control over technology by enforcing strict intellectual property
laws on patented technology.® It is argued that this new policy limits the development of
indigenous, local technical capacity by prohibiting the utilization of reverse engineering
during the early stages of product development and by increasing multinational corporate
domination over the higher value-added technology (Block, 2008).

A broad set of respected economists, however, claims the opposite: the more fully a
country is integrated into global markets and conforms to global policy norms, the more
successful its industrialization project will be (Bhagwati, 2004; Wolfe M. , 2005). The
globalist scholars claim that relying on locally developed manufacturing technology will
retard industrial development. Tariffs inevitably create “rental havens,” where a lack of
competition creates inefficient industries and reduces incentive for technology upgrades.
Instead, their approach points to the benefits of full integration into the global economy
and a highly reduced role of the state in development. Industrial development should be
through foreign direct investment, joint ventures, and global competition in order to
compel companies in a country to adopt new organizational techniques and technologies.

More recent scholarship on the “developmental network state” has posited a more
nuanced theory of development that combines elements of the globalist and nationalist
developmentalist strategies. These scholars claim that global economic forces have
transformed the ability to implement a nationalist developmentalist strategy. Rapid
innovation, the reconfiguration of industrial production and the neoliberal regime prohibit
countries from relying on infant industry protection that favors large, national firms in
transferring technology for industrial development (Breznitz, 2007; Block, 2008; O'Riain,
2000). According to this perspective, the state should be conceptualized as a facilitator and
organizer of industrial development. For instance, the state should organize and facilitate
the development project through joint ventures or foreign direct investment, or by
establishing R&D laboratories that enable high-level knowledge and technology acquisition
Invalid source specified.. In addition, the state should help facilitate connecting a global
network of innovation and organizational technology to local networks of learning among
engineers, businesspeople, and government officials in order to generate industrial
capacity. The state should also motivate the private sector to make long-term commitments
to industrial development. The idea here is that the ties create new opportunities for
industrialization because they facilitate the development of local business innovations that
“bubble up from below” that can be marketed on a global supply chain (Negoita & Block,
2012).

Developmental network state scholars believe high state capacity leads to positive
development outcomes, but that the state cannot be conceptualized as a commander of

6 These scholars often cite the World Trade Organization rules in the Agreement of Trade Related Aspects of
Intellectual Property Rights (TRIPS), incorporated toward the end of the Uruguay round on the General
Agreement on Tariffs and Trade in 1994.



industrial development. They claim that in the new global economy, state development
organizations should be conceptualized as autonomous entities not beholden to social
groups or special interests; they are embedded within the industry insofar as they facilitate
and help establish ties between local industrial organizations and foreign firms. During this
process, they monitor the project and receive feedback on the best industrial policies to
pursue.

The Causal Mechanisms behind the Formation of State Capacity: Social Fields and
Institutional Theory

Although state capacity allows us to understand the factors important for the
success of a development project, it does not address two preconditions important for its
implementation. The first is that political and industrial actors need to be aligned with the
goals of the project. Conflicts within the political and industrial apparatus will likely lead to
a depletion of state autonomy. These conflicts are often external to the development
organizations but can have a negative impact on development outcomes. The second is that
the ability to coordinate a development project largely depends on its legitimacy among
key actors in the political field so the state can justify its long-term support. Financial and
human resources need to be available on a continual basis so that entrepreneurs and
development organizations can carry out the day-to-day coordination tasks. The key here is
that an industrial project needs to be considered “legitimate” to the extent that the project
will not be abandoned by the political or business elite.

Recent advancements in the field of neo-institutional theory provide the analytical
tools in understanding the preconditions important for embedded autonomy. These
include the idea of a “field” and the idea of “social skill.” A field in institutional theory is
defined by Fligstein (2001) as containing preexisting societal practices, a unique set of
rules, and actors that have cognitive structures that utilize cultural frames. Once in place,
fields constrain and guide action and are generally considered domains of competition.
Field theory is particularly useful in analyzing how state actors can change the rules to
create stable fields leading to the rise of sectors in an economy (Fligstein & McAdam,
2011). In this case, the Iranian auto industry operates at the intersection of two fields: the
political field and the industrial field. Understanding this intersection will be essential in
explaining the differential success of the industry at different time periods.

Important in understanding change in fields is Fligstein’s theory of “social skill” that
is based on the notion that participants in collective action need to be induced to act
(Fligstein, 2001). Skilled strategic actors provide cultural frames for motivating others to
engage in collective action, and they influence the field by creating a new order. I will argue
that the “social skill” of key actors played a critical role in the trajectory of the auto
industry, especially during the years preceding the inflection point that began in 1992,
when the industry’s growth accelerated.

If social skill is important in understanding changes in trajectories, “path
dependence” must be given equal consideration. The idea of path dependence focuses on
the way in which current possibilities for change are constrained by the structural legacies
created by past political choices. The study of path dependence is particularly useful in
offering explanations of the outcomes of institutions built on temporally ordered and
causally connected events (Mahoney, 2000; Pierson, 2004). Path dependence constrains



and guides action at critical junctures when actors make decisions on what policies to
implement (Mahoney, 2001; Stark, Path Dependence and Privatization Strategies in East
Central Europe, 1991; Collier & Collier, 2002). The basic assumption is that during
transitions new institutions are often built on the legacies of old institutions (Guthrie,
2001; Stark, Path Dependence and Privatization Strategies in East Central Europe, 1991).
The development path of the auto industry in Iran since the beginning of the 1990s has
been constrained by the institutional structures created by the Iranian revolution—and
even those created earlier by the Shah.

Biggart and Guillen (1999) have produced the most important case study on how
institutions shape outcomes in automobile industrial development. They argue that
automobile development depends on linking a country’s historical pattern of social
organization with opportunities made available by global markets. During the process of
development, key actors in countries can either create a space for industries to develop, or
they can undermine development by enacting laws that inhibit the growth of national
industries. As a result, a variation for development exists, whereby countries can have a
logic that favors large firms and the sale of products on the global market, small firms that
sell parts on a global supply chain or countries that are linked to the global economy
through foreign ownership. These models interacted with actors and institutions in various
ways, leading to the success or failure of state policies.

One of the key points to be gleaned from the Biggart and Guillen study is that
historical accidents and junctures produce auto industries that policymakers may not have
intended. A study of four auto industries—in South Korea, Taiwan, Spain, and Argentina—
found that, at various points in time, the four states employed import-substitution and
export-oriented policies that drew on mixtures of dependency or free market models
(Biggart and Guillen 1999). For instance, South Korea targeted the automobile industry for
industrial development through an import substitution policy that prohibited the imports
of assembled cars but allowed tariff-free imports on components; as a result, domestic
parts producers suffered. Consequently, South Korea has developed a strong assembly
industry but a weak component industry and is now targeting emerging markets to expand
its business. Spain also implemented import substitution to build an industry, but the
outcomes were very different. In the 1950s import substitution choked private initiatives
in auto assembly, and by the 1980s liberalization had led to the failure of many of the auto
companies—leading to predominantly foreign ownership of the industry. Although Spain is
now the sixth-largest producer of automobiles, the focus of the industry is on lower-end
auto parts. In another example, Argentina opened its markets to the auto industry over 50
years ago but allowed 21 different assemblers and auto parts firms to operate in an import-
substitution economy that did not produce more than 200,000 vehicles a year. High costs
and the mistake of requiring companies to localize content within five years—in a country
without a parts market—drove the industry to ownership by foreign capital. In the case of
Taiwan, foreign manufacturers were allowed to partner with local firms to build an
industry. Weak local-content laws and a sudden shift to export oriented production
directed by an inept state management lead to a dramatic reduction in auto production.



The Case of Iran Auto

A national industry began in Iran in the 1960s, when the Shah implemented import
substitution industrialization. Figure 1 below shows the annual production and average
local manufacturing content from 1969 to 2009.7 Local content had increased to 24% and
production to 190,000 vehicles per year by the time of the revolution in 1979. This was
accomplished primarily through production of the Peykan, a small four-door passenger car
licensed from Talbot of Britain.

Figure 1: Automobile Production and Local Manufacturing Content, 1969-2009
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7 Local content was calculated using a weighted average. (Data for the time period before the
revolution obtained from Parvin Alizadeh’s The Process of Import Substitution Industrialization in
Iran (1960-1978). Unpublished dissertation, University of Sussex, 1984. Data for the time period
after the revolution obtained from various documents and publications distributed by Iran’s
Ministry of Industry during field research (2010-2011). Data are for four-wheel passenger cars and
commercial vehicles; these include buses, minibuses, vans, pickup trucks, heavy-duty trucks, and
Jeep-type vehicles. The production of the Peykan, which was licensed from Talbot of England,
reached a high of 40% local manufacturing content by 1979. The local content of all other vehicles,
however, was considerably lower.
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In 1979, the automobile industry was nationalized and its management transferred
to the Industrial Development and Renovation Organization, Iran’s largest industrial
development organization. From 1979 to 1988, the capacity to engage in industrial
development was hobbled by political factionalism, the Iran-Iraq War, and a leftist
industrial policy that shifted production away from cars to the production of buses and
trucks. During this time period, foreign car imports were banned.8 All foreign automobile
companies left Iran, but the government maintained ties with Talbot in order to continue
producing the Peykan. By 1990, the industry was on the edge of collapse: 24,000 vehicles a
year were produced, and the average local content for all vehicles decreased to 20%.

One focus of this dissertation is on the inflection point in 1992, when the industry
began an exponential increase in local content and production, and will examine how it was
able to maintain the increase in production over the years. For instance, by 2009 yearly
production had increased to 1.4 million vehicles with 70% local content. Entrepreneurship
in the industry also increased exponentially. The number of parts suppliers increased from
34 in 1988 to approximately 800 by 2009.

The corporations responsible for this increase were Iran Khodro and Saipa, the
country’s largest automotive manufacturers; together they produce 94% of all vehicles sold
in Iran. Iran Khodro’s flagship vehicles are the Samand, the Peugeot 405, and the Peugeot
206. Saipa’s main production vehicles are the Kia Pride and the Kia Rio.

Besides the increase in automobile production and local content, it is important to
explore vehicle imports and a measure of the resource curse. Figure 2 is a time series graph
of local vehicle production and imports. As seen in the graph, imports are insignificant
except for two peaks in the late 1970s and early 1990s, when trade was liberalized. The
late 1970s peak was followed by stagnation in local production due to problems related to
the post-revolution depletion in state capacity. The early 1990s peak is the inflection point
when infant industry protection was established that subsequently led to a rapid increase
in local production.

A measure of whether the resource curse has influenced automobile industrial
production is the price of oil vs. the local manufacturing content of the vehicles produced in
Iran. If the increase in the price of oil is associated with a diminution in the state’s ability to
build a local industry, we should see an association whereby the price of oil increases as
local manufacturing decreases. A yearly time series graph of the price of oil and local
manufacturing content is shown in Figure 3. The increasing price of oil is associated with

8 In 1973, the Shah liberalized the economy, allowing imports of foreign automobiles. Imports
peaked in 1979 to 65,548 a year, which represented 30% of the annual total number of cars sold in
Iran. The ban on passenger cars after the revolution was lifted temporarily in 1992, leading to over
33,950 vehicle imports. This represented 33% of the total number of vehicles sold in Iran at that
time, but a currency crisis caused by vehicle imports subsequently led to the passing of the
Automobile Law that prohibited imports. The ban on imports was lifted in 2005, but high tariffs
have limited imports to approximately 30,000 vehicles a year. This number currently represents
approximately 2% of vehicles sold annually in Iran.
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an increase in local manufacturing content from 1969 to 1979. When the oil price
decreases from 1980 through 1988, local content also decreases. The association exists
because oil revenues were used to purchase vehicle kits and parts from Talbot to assemble
the Peykan in Iran. However, after the implementation of infant industry protection in
1992, the industry became decoupled from the price of oil because there is no association
between local content and oil revenues. When the price of oil decreases dramatically from
$40 a barrel in 1990 to $17 a barrel in 2000, local content increases from 0.2 to 0.6.
Conversely, when the price of oil triples from 2000 to 2007, local content increases to 0.7.

Figure 2: Passenger Vehicle Production vs. Imports, 1969-2009
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Figure 3: Oil Prices vs. Local Manufacturing Content
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Conditions for Automobile Industrial Development

During the period of rapid development, Iran attained the conditions required for
rapid growth and localization of an automobile industry. These conditions included the
educational capacity to localize production, the development potential of an automobile
market, and the ability to establish relationships with multinationals to transfer the needed
technology to build an industry.

Local engineering talent is particularly important for establishing indigenous
technical capacity. The Shah established a number of modern universities and technical
schools, but after the revolution many of the faculty fled and funding to universities
stagnated due to the drop in oil revenues starting in the mid-1980s. In the 1990s, President
Rafsanjani and his successor, President Khatami, increased funding for education, resulting
in a dramatic rise in the number of university graduates, research institutions, and
engineering schools. In 1979, total student enrollment at universities in Iran was 154,000
but by 2005 had increased to 2,117,489 (Hamdhaidari, Agahi, & Papzan, 2008). Of these,
578,526 were in engineering programs. Many universities also increased funding to
mechanical, electrical, and industrial engineering departments with established automobile
engineering programs or with ties to automobile companies where students worked on



engineering projects. Consequently, scientific output in Iran since 1990 has grown 11 times
faster than the world average, and Iran is currently the fastest-growing country in the
Middle East in terms of scientific output (MacKenzie, 2010).°

A population explosion in the 1980s and an increase in the middle class with strong
purchasing power increased the market potential for automobiles. The population
explosion from 40 million in 1980 to 72 million in 2011 in Iran was largely a result of the
Islamic government’s abandonment of family planning in the 1980s. In the decade after the
revolution alone, the population increased by 50%. This increase in population was
coupled with an increase in per capita GDP. The minimum per capita GDP required to
support the purchase of an automobile is known to be approximately $6,000 (Ernst &
Young, 2010). By the late 1990s, Iran reached the minimum threshold: the per capita
income increased from $1037 in 1993 to $7006 in 2011.10

American sanctions against Iran were a key factor in shaping its ability to obtain the
technology to develop the industry. By isolating Iran through economic sanctions and
political pressure, the United States succeeded in preventing Iran from joining global
institutions such as the World Bank, the International Monetary Fund, and the World Trade
Organization (Fayazmanesh, 2010; Brzezinski, Scowcroft, & Murphy, Differentiated
Containment, 1997). However, the sanctions were unilateral, and many European and
Asian countries refused to follow their guidelines (Amuzegar, 1997). These policies
allowed large European and Asian multinational corporations, as well as small engineering
consulting firms located in these regions, to establish long-term technical relationships
with Iranian automobile companies.

These conditions are important for all countries interested in developing a national
industry. However, they are not sufficient for successful industrial development. To
understand the important factors that led to the development of the automobile industry in
Iran, we need to turn to industrial development and institutional theory.

The Puzzle of Iran Auto

Where Did the Required State Capacity Come From?

For a country to successfully implement an industrial strategy, it is argued, the state
must contain sufficient capacity to coordinate the activities for the project. If political
factionalism has resulted in incoherent industrial development strategies, or if Islamic
institutions or the resource curse has created sufficient predatory behavior and rampant
clientelism to undermine industrial development, where did the state capacity in Iran come
from?

[ will argue that the analytical framework of embedded autonomy is important in
analyzing positive development outcomes in the Iranian automobile industry. However, in
a politically fractious country, it is important to develop new theorizing of embedded
autonomy and to incorporate the causal mechanisms behind its formation. This

9 Rates are based on publications in academic, peer-reviewed science and engineering journals.
Data compiled by Science-Metrix Canada and published in a 2010 report titled “30 Years in Science:
Secular Movements in Knowledge and Creation.” Available at:
http://rosmu.ru/activity/attach/opinions/111/30years-paper.pdf.
10http://databank.worldbank.org
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dissertation will build on the concept that social fields are competitive spaces where the
formation of state capacity is rooted in the balance of power between contending social
groups. According to this perspective, creation of an island of efficiency is possible when
conflicting social groups settle their differences through a coalition in which each party
enjoys gains without imposing significant costs on the other. The idea here is that the
formation of an island of efficiency is a dynamic process where causality goes from conflicts
to political coalitions to state capacity. New theorizing should also incorporate agency and
social change outside the state development organizations and explain how the actions of
strategic actors within the state and industrial organizations were shaped by institutions
and their ties to social groups within society.

The advantage of this study is that it focuses on a single industrial sector to show
how state capacity can influence development of that sector over time. According to state
capacity theorists, the optimal state structure is one in which autonomy and embeddedness
are balanced: the development organization must have sufficient autonomy to coordinate
industrial activity but must also maintain ties to society to correct or modify policy
decisions. Building on this framework, I will show that in its early years, the development
project lacked the balance between autonomy and embeddedness—Ileading to mixed
development outcomes. For instance, prior to the revolution, state autonomy was
established when the Shah used his relationship with the United States to suppress
opposition to industrial development. Over time, however, the state became weakly
embedded, resulting in poor economic planning and the eventual overthrow of the Shah
(Gasiorowski M., 1991; Skocpol, 1982). For these reasons, even though a nascent industry
was created, domestic industrial development did not reach beyond assembly operations.
After the revolution, the state became more embedded in Iranian society. However,
autonomy declined when the leftist Islamic government implemented populist economic
development policies and staffed development organizations with Islamic ideologues.

This dissertation will argue that in the early 1990s, the right balance between
autonomy and embeddedness led to the creation of an island of efficiency and rapid
development of the automobile industry. The capacity of the state to engage in meaningful
automobile industrial development began after a complex interaction between state actors
in the political field and industrialists who managed the automobile industry. In the early
1990s, in response to an economic crisis caused by the Iran-Iraq war, President Ayatollah
Rafsanjani used his social skills to reframe Islamic economics in the Iranian political field—
moving away from radical, socialist-leaning Islamic populism to a pragmatic, pro-business
economic agenda. His leadership led to the strengthening of state capacity: he revitalized
state-owned development agencies, developed a space for entrepreneurship, and
institutionalized “technocratic capability” over revolutionary-religious credentials as the
criterion for managing the industry. Most importantly, his appointment of Nejat Hosseinian
as director of the Ministry of Heavy Industries increased the degree of embeddedness
between the state apparatus and the automobile industry. Hosseinian accomplished this by
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establishing the Automobile Committee, where managers of automobile companies could
voice their grievances about automobile policy directly to the minister.

During the process of Rafsanjani’s policy implementation, the political field
interacted with the industrial field in a manner that would significantly impact the outcome
of the industry. This interaction was shaped by political factions with opposing ideological
agendas based on strong ties to their constituencies within Iran. The leftists, whose
constituency was with the rural poor, were pushing for a left-wing economic populist
agenda that supported agricultural development. Conversely, the conservatives, with
strong ties to the traditional business class (the bazaar merchants), formed a coalition with
Rafsanjani to adopt a neoliberal policy agenda that favored imports over local
manufacturing. Rafsanjani’s implementation of neoliberal policies had a paradoxical impact
on development outcomes: it led to an economic crisis. Left-wing industrial nationalists,
who were high-level managers of the automobile companies, used their ties within the
development bureaucracies to engage in an elite countermovement that lobbied to reject
neoliberalism. The industrial nationalists were able to successfully claim that localization
of the automobile industry through infant industry protection was in the nation’s interest
in order to avoid future economic crises. After the economic crisis, the political and
industrial field became stable when the nationalists formed a pro-industry alliance with
government officials and members of parliament. In this way, the rise of Iran’s auto
industry is a story about how industrial leftists within the state apparatus used their ties to
the state to build a pro-capitalist agenda.

The political coalition of 1992 led to the rise of an island of efficiency with
autonomous development organizations having significant institutional power to
coordinate development activities and to implement coherent industrial policy. The state
apparatus and the industry were now aligned to create coherent industrial policy. Infant
industry protection was a contributing factor that led to rapid production volumes and
space for entrepreneurs to develop a local parts supply chain. Despite the rapid
development of the industry, by 2005 the conservative faction in parliament as well as
social groups with ties to the state apparatus that sought trade liberalization worked to
dismantle infant industry protection. To protect the industry, the industrial nationalists
deepened their political connections within the state apparatus, expanding their alliance
with politicians and social groups within Iranian society who were willing to support the
industry.

These findings require new theorizing about the concepts of embeddedness and
autonomy for an industry built on an island of efficiency. Classic embeddedness is
characterized by feedback between development organizations and industrial managers
(Evans P. B., 1995; Kohli, 2004; Chibber, 2006). Here, however, I will argue that in
intermediate states where factionalism is an important independent variable determining
development outcomes, the concept of embeddedness needs to be expanded to include
strategic action by industrialists to establish ties to social groups or factions willing to
support the industry in exchange for benefits to their constituents.

This research also informs current scholarship of what “autonomy” looks like in an
island of efficiency, particularly in those in the Middle East that are not meritocratic
organizations (Moore, 2004; Moore, 2001). These development organizations, however,
can be successful when state actors carve out a space within the larger state apparatus to
protect the organization from predatory behavior (Hertog, 2010; Geddes, Building "State"
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Autonomy in Brazil, 1990; Hout, 2007)—or when an organization space is created where
state actors, motivated by a nationalist agenda, can effectively facilitate and organize the
project Invalid source specified.. This study will build on these previous studies to show
that the Weberian meritocratic characteristics of the bureaucracy are less important. It will
show that autonomy should be conceptualized as the ability of pro-industry technocrats to
be united by a nationalist agenda but with sufficient power to protect it.

In building on theoretical concepts around embedded autonomy, the dissertation
will borrow two concepts from organizational theory. First, it will be shown that it is
possible for nationalists with a project of industrialization to decouple a key set of
organizations sufficiently from other parts of the state apparatus to create an effective
“mini-developmental state” within a specific industrial sector. Decoupling occurs when
organizations connected to a larger social structure or political apparatus can implement
policies independently from that structure or apparatus, according to their own logic or
interests (Perrow, 1984; White, 2008). Second, it will borrow from recent scholarship that
argues that collective action through social movements can positively impact the
emergence of new industries (Carroll & Swaminathan, 2000; Greve, Pozner, & Rao, 2006).
However, an industry’s success can create new grievances for other actors in society
motivating them to form a counter movement that opposes the development of the
industry (Carlos, Sine, Lee, & Haveman, 2011).

Although this research argues that the formation of specific state structures was
instrumental in positive development outcomes, independent variables outside the
development project were important in improving positive development outcomes. The
variables build on the concepts that path dependency and historical contingencies
influence the success of industrial development. The idea of path dependence focuses on
the ways in which current possibilities for change are constrained or enabled by the
structural legacies created by past political choices. The development path of the auto
industry has been largely shaped by institutional structures created by the Iranian
revolution and even those created earlier by the Shah. One of the important factors that
made embedded relationships between the political and industrial field possible is that
there were a number of industrial managers in positions of power to voice their ideological
agendas. During the Shah’s reign, a critical number of companies were founded and top
managers of these companies were on the Automobile Committee established by the
Minister of Industry during the Rafsanjani presidency. In addition, the Shah established the
development agencies that would become key organizations in developing the industry.

After the revolution, three important historical contingencies shaped development
outcomes. First, the Islamic left that dominated the political field in the 1980s banned
automobile imports. Thus by the late 1980s, there was considerable pent-up demand for
automobiles. During the liberalization of trade, this demand resulted in a sharp increase in
imports for automobiles—an important factor that led to the economic crisis. Second, even
though Ayatollah Khomeini created an Islamic republic with strong anti-Western
sentiments, he embraced modern technology. In fact, many of the anti-Shah Islamic
activists who became powerful political officials in the post-revolutionary Islamic
government were Western-educated engineers. Many of them became high-level officials in
key industrial development organizations.

The third important historical contingency was the structure of ownership
established by the Islamic government. The constitution of the Islamic Republic of Iran
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established three types of property ownership: private, governmental, and Islamic.
Included under the category of private ownership were smaller industrial organizations
and industrial cooperatives. Larger industrial organizations, however, were transferred
into government or Islamic ownership. If an industry was government-owned, it was
controlled and managed by government bureaucracies and was funded and held
accountable by the parliament. Islamic ownership, however, translated into ownership by
Islamic organizations accountable only to the Supreme Leader and his office. After the
revolution, the automobile industry was transferred to government ownership and was
owned and managed by the Industrial Development Renovation Organization.11

The unique ownership structure in Iran shaped development outcomes in two ways.
First, although it is well understood that government ownership of an industry doesn’t
necessarily lead to positive development outcomes, the industry was not subject to overt
clientelistic pressures, as would be expected in Islamic institutions. Second, and more
importantly, during the privatization movement of the 1990s, a stakeholder model of
ownership—where state-owned companies engaged in cross-shareholding—began to
develop. During this period, automobile companies founded industrial cooperatives to
purchase shares in the large automobile companies in order to avoid transferring
ownership to organizations and companies that did not share the same industrial-
nationalist ideological agenda. This maneuver helped keep ownership of the industry away
from predatory social groups with interests to dismantle the industry.

Where Did the Required Technical Capacity Come From?

Why didn’t the political isolation of Iran vis-a-vis the global neoliberal political
economy prevent it from building an industry that is normally considered a global
industry? More specifically, does this case support those who argue for the necessity of
escaping global neoliberal rules in order to industrialize?

This dissertation will build on recent network-centered industrial theories that
argue the reconfiguration of industrial production has created new opportunities for
industrial development (Keller & Block, 2012; Breznitz & Murphree, 2011; Block & Keller,
2011; Whittaker, Zhu, Sturgeon, Tsai, & Okita, 2010; Block, 2008; O'Riain, 2004). By
building on these current theories, this dissertation will analyze engineering consulting
firms as important global network actors in transferring technology for automobile
industrial development. The concept of global technology “networks” is important because
local ties to engineering consulting firms enable countries in the global south to develop
automobile industries with greater local indigenous technical capacity and to design and
produce products independently of multinational automobile assemblers.

By analyzing the case of the Iranian automobile industry, this research will show
that in the current global economy, once countries transfer manufacturing technology from

11 [n the early years of the revolution, private property was in fact appropriated by various Islamist
groups. But by 1984, Khomeini had put a stop to this, stating it was “un-Islamic,” and had returned
much of the property to its owners. This, of course, did not include property owned by the Shah, his
family, or his cronies—which, in one way or another, remained in the hands of the state.
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multinational corporations through infant industry protection, they can independently
develop products with indigenous local capacity if they establish ties to small engineering
consulting firms. The core task of engineering consulting firms is to transfer technology
and intellectual property rights and to expand the technology transfer networks to local
firms so that developing countries can design and develop products independently of the
multinational corporations. The key point here is that engineering consulting firms can be
important intermediary actors in the diffusion of global technologies because, unlike
multinationals, they are not themselves manufacturers and hence have no interest in
restricting technology transfer.

This research contributes to the revision of current industrial development theories.
[ will argue that successful implementation of industrial development is contingent upon
infant industry protection, confirming nationalist developmentalist theory. However, ties to
engineering consultancies contradict that theory by showing how it is possible, using a
diversity of ties to different kinds of firms that command global technology, for developing
countries to break the monopoly control of global producers over technology. This strategy
enables countries to implement a nationalist policy to develop indigenous technical
capacity, even in the neoliberal era.

In addressing globalist theories, I will show that it is possible to develop an industry
that is technically “advanced” in a country that largely ignores the prescriptions associated
with the current global neoliberal regime. Backward technological development, often
associated with rent-seeking in countries that adopt infant industry protection, can be
overcome by engineering consulting firms that can provide developing countries with the
latest automobile technology.

Furthermore, this dissertation will build on the current developmental network
theory by focusing on the role of engineering consulting firms, a poorly understood yet
important network actor, in transferring high value-added technology for building
automobile industries with local technical capacity. Consistent with developmental
network state theory, the state functions as organizer and facilitator for technology
transfer. However, contrary to the claim that infant industry protection is not possible in
the current global economy—where technology is fragmented—I will argue that protection
is still important for obtaining low- and mid-level technology transfer. Once this upper limit
of technology is transferred through multinational corporations, the state can rely on
relationships with engineering consultants to transfer the higher, value-added technology.
Clearly, consultancies can be important actors in replicating the local-to-global technology
transfer synergy when more conventional ties to global technology are unavailable. In
addition, engineering consulting firms reduce dependency by linking companies in
developing countries to a network of technology transfer ties to smaller multinational parts
suppliers outside the multinational automobile manufacturers’ supply chain.

Chapter Summaries
Chapter 1: Setting the Stage: The pre-revolution rise and the post-revolution decline of the
automobile industry

This chapter focuses on analyzing state capacity in the early years of the Iranian
automobile industry. When the Shah created an autonomous state by suppressing
opposition to his monarchy, it became weakly embedded; this resulted in poor economic
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planning. The industry had been founded in 1965, when the Shah instituted import
substitution industrialization. But when domestic manufacturing began to grow by the
early 1970s, the Shah liberalized the industry and the quantity of imports reached levels
equal to domestic production. For these reasons, domestic automobile industrial
development did not reach beyond superficial assembly operations. After the revolution,
imports were banned. Even though the state became more embedded within Iranian
society, industry autonomy was undermined when the leftist Islamic government
implemented populist economic development policies that diverted production away from
vehicles to buses, trucks, and munitions in support of the war effort. In addition, autonomy
became further undermined by political factionalism that prevented the development
bureaucracies from implementing coherent industrial policies.

Chapter 2: The Rise of the Industrial Nationalists: Postwar conflict, neoliberalism, and the
rise of a national industrial strategy

The objective of this chapter is to analyze the causal mechanisms behind the
formation of state capacity and the subsequent creation of an island of efficiency for the
automobile sector. Political factions in postwar Iran are important independent variables in
this chapter because they either undermined or enhanced state capacity, depending on
whether they succeeded or failed at diverting development resources to their
constituencies Therefore, to understand how an island of efficiency was created, the
chapter unpacks the ideological orientation of the factions and shows how they were
positioned in a political field and how they framed the debates over automobile industrial
development. The chapter will then discuss the conflicts over automobile industrial
development and how the industrial nationalists engaged in collective action to create a
pro-business political coalition to implement a nationalist industrial policy.

Chapter 3: An Era of Coherence: State-Led Development and the deepening of automobile
industry ties to society

The era of coherence is characterized by policy alignment between the state
apparatus and the industry. During this time period, the industrial nationalists dominated
the policy agenda. Infant industry protection, a key component of nationalist policies, led to
rapid growth and a space for entrepreneurs to develop a local parts supply chain. In
addition, the development of local manufacturing content was achieved through ties to
multinationals that transferred the technology and knowledge to local Iranian companies.
As a result of these policies, the industry became highly profitable—one that would
contribute to economic stability. As the industry became more successful, the industrial
nationalists used political coalitions and alliances with multiple stakeholders to maintain
industry autonomy and to defend it from predatory opponents.

Chapter 4: Privatization and the Rise of the Stakeholder Model of Corporate Ownership
This chapter extends the concept of islands of efficiency by analyzing how the
industrial nationalists were able to defend the industry from privatization policies that
would have allowed predatory factions ownership control over Iran’s largest automobile
companies. The first part of the chapter analyzes the policy positions of predatory social
groups and quasi-state organizations that were intent on gaining control over the industry.
The second part exposes the collective action used by industrial nationalists to prevent
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predators from gaining ownership control. Using a quantitative social network analysis of
ownership ties in the automobile industry, this chapter shows how the industrial
nationalists were able to position themselves within the web of industry ownership to
maintain control over the industry.

Chapter 5: Engineering Consultancies as a Path to National Industrial Development

During the era of coherence, the industrialists implemented policies to develop an
industry with local, indigenous technical capacity and national brands. By the late 1990s,
they had reached an upper limit on technology transfer from large multinational
automobile assemblers. This chapter reveals how Iran was able to get around these
restrictions when it established ties to engineering consulting firms. Through qualitative
process-tracing analysis, it will show how engineering consultancies were employed in Iran
to transfer technology. Quantitative social-network analysis will describe graphically the
global technology transfer ties to the Iranian auto industry.

Chapter 6: Will Iran Auto Survive? Industry Fragility, the Quality Issue, and the Conflict
Over Globalization

The previous chapters will show how specific state structures and field stabilization
opened up space for industrial nationalists to become dominant players in the automobile
industry. This chapter evaluates the overall success of these policies and the debates
around the future of the industry. The basic finding is that, although the Iranian automobile
industry has generated high employment, the industry is currently facing a number of
challenges related to vehicle quality, profitability, political instability, and sanctions. This
chapter informs two theoretical perspectives of the dissertation. First, it explores the
“fragility” component of the island of efficiency argument. Second, it shows how path
dependency and institutions shaped the outcomes of Iranian automobile industrial
development.

Conclusion
The dissertation’s conclusion will review the findings and discuss how they inform theory.
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Chapter 1 - Setting the Stage: The pre-revolution rise and the post-revolution decline
of the automobile industry

Introduction

This chapter will analyze state capacity in the early years of the Iranian automobile
industry, a period defined by the founding and nascent development of the industry under
the Shah (1965-1979) and by the post-revolutionary period of decline (1979-1988). Since
the early 1990s, scholars have claimed that autonomous development organizations are
important for industrial development (Wade, 2004; Kohli, State-Directed Development:
Political Power and Industrialization in the Global South, 2004; Chibber, Bureaucratic
Rationality and the Developmental State, 2002; Amsden, 1989; Evans P. B., 1995). A key
variable important for autonomy is that the development organization must not be co-
opted by social groups that divert resources to themselves and their constituencies.
According to state capacity theorists, the optimal state structure is one in which autonomy
and embeddedness are balanced: the development organization must have sufficient
autonomy to coordinate industrial activity but also maintain ties to society to correct or
modify policy decisions (Evans P. B,, 1995).

This study, however advances tate capacity scholarship by making a distinction
between the autonomy of the state and the autonomy of the development organizations
and their embeddedness within society. By doing so, this study claims that the location of
influence in the political field necessary to create the state structures required for positive
development outcomes can change over time. Before the revolution, the Shah established
an absolutist monarchy in which the power over economic policy in the political field was
centered with him, his cronies, and his close group of advisors. The Shah and is close group
of cronies therefore greatly influenced the policy decisions that impacted development
outcomes. After the revolution, however, economic power became more decentralized and
diffused over various agencies and ministries. This political arrangement required political
factions and social groups to maneuver within the political field to influence industrial
policy.

Building on this framework, 1 will show that in its early years, the Iranian
automobile development project lacked the balance between autonomy and
embeddedness—leading to mixed development outcomes. With the Shah’s post-war
implementation of industrial development, state autonomy was undermined when
landowners diverted resources to agricultural development and trade was liberalized.
State autonomy was eventually established in 1960, when the Shah used his relationship
with the United States to suppress opposition to industrial development. Subsequently, he
implemented import substitution industrialization and established development
organizations and agencies that founded the automobile industry. Over time, however, the
state became weakly embedded in two ways. First, in his drive toward building a modern,
industrial economy, the Shah alienated the rural poor, the traditional merchant class, and
the religious leaders—important social groups that could have provided policy feedback to
create a more balanced economy. Second, the Shah shifted economic power and decision
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making to a close group of insulated economic advisors, industrialists, and cronies who
monopolized the Iranian economy (Skocpol, 1982; Gasiorowski M., 1991). These policies
resulted in poor economic planning. A case in point: in the early 1970s, the Shah
undermined industrial development in all sectors when he abandoned import substitution
industrialization and liberalized trade. For these reasons, even though a nascent
automobile industry had been created in the 1960s, by the time of the revolution, the
development of the industry did not reach beyond superficial assembly operations.

After the revolution, the power over economic development was shifted to the
parliament, the industrial ministries, and their organizations. The state became more
embedded within Iranian society when these organizations and agencies implemented
populist economic development policies. However, the autonomy of these agencies
declined as soon as the leftist Islamic government staffed the ministries and development
organizations with Islamic ideologues. In addition, the war with Iraq—Ilargely supported by
the Islamic leftists—diverted resources away from vehicles to buses, trucks, and munitions
to support the war effort. Although these policies led to the near destruction of the
industry, they also set the stage for its eventual rise in the 1990s.

From Incoherent Development to State Autonomy

Early industrial development in Iran was marked by uneven and incoherent
development. At the turn of the 20t century, three major social groups contributed to
Iran’s economy: merchants (bazaaris); landowners, who controlled the agricultural sector;
and craftsmen and -women, who produced small-scale crafted items such as Persian
carpets. The development of modern institutions in Iran began in 1925, when Reza Shah
Pahlavi (1925-1941) overthrew the Qajar Dynasty to establish a modern parliamentary
system and western educational institutions. During this period, however, industrial
development focused primarily on building the Trans-Iranian railway and constructing
commodity industries such as cement and sugar plants. A more organized industrial
development strategy was implemented under Reza Shah’s son, Mohammad Reza Pahlavi
(1945-1979), when he drafted the First Development Plan (1949-1955). The plan was the
first to allocate resources according to a national and more comprehensive strategy of
development—that encompassed agriculture, heavy industry and small craft industries.
The plan fell far short of its goals when the landowners, who had strong ties to the Shah,
convinced the Shah to shift 54 % of the plan’s financial resources to agricultural
development. In addition, poor implementation of the development plan was partially
caused by the 1953 CIA overthrow of the democratically elected nationalist government of
Mohammed Mossadegh (Gasiorowski & Byrne, 2004).

After the coup, the Shah began working on the Second Development Plan.
Implemented in 1956, it differed from the First Plan in that projects were to be funded by
oil revenues, based on an agreement between Iran and international oil companies. The
landowners again used their ties to the Shah to shift financial resources to projects from
which they would benefit. The plan’s main achievements were the construction of a large
number of dams and other projects to increase agricultural productivity. The plan also
benefited the merchant class by implementing liberal trade and lending policies. Many of
the high-profile construction projects, however, failed due to corruption and incompetence.
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By 1960 the liberalization of the economy caused severe inflation, a large balance of
payments, and an overexpansion of credit to the private sector.

This economic crisis provided the impetus for both Iran and the United States to
establish closer ties. As a result, a patron-client relationship between the two countries was
established: the United States provided technical and organizational expertise for the
Iranian government to suppress political opposition to development, and in return the
Shah served as a strong anti-Soviet ally in the region (Gasiorowski M., 1991; Halliday,
1979). At this time, the Iranian state became autonomous from social groups that could
potentially undermine industrial development: the rural poor, who supported agriculture
over heavy industry, and the merchants, who had strong ties to the clerical establishment.
Instead of building power-sharing coalitions with these groups, the Shah chose to suppress
or crush them. The state therefore became weakly embedded within Iranian society
because the Shah and his group of advisors did not receive feedback from a broader cross-
section of that society to correct bad policy decisions (Gasiorowski M., 1991; Skocpol,
1982).

The Founding of the Automobile Industry

The industrial development strategy implemented by the Shah in 1960 incorporated
practices common during the time period, including import substitution industrialization,
which placed high tariffs on imported products. To establish industrial organizations, the
Shah relied on a mixed strategy. He chose to assist the private sector in developing new
industries when he was confident this could lead to successful development of an industry.
But when doubts about the strength of private capital emerged, he relied on state or quasi-
state organizations to engage in industrial development.

The founding of the automobile industry exemplifies the state’s role in assisting the
private sector. Assembly of automobiles in Iran began in the early 1950s with joint
ventures with Fiat of Italy and Jeep of the United States. These companies agreed to
assemble semi-knocked-down Kkits but would not agree to manufacture under the newly
adopted import substitution industrialization laws. By 1963, the Shah—not satisfied with
the technology transfer from these joint ventures—ordered one of his deputies who was a
member of the Economic Council, Reza Niazmand, to begin automobile manufacturing; he
threatened to terminate Niazmand’s position if he could not start the process within six
months. The major obstacle for those working on the development project was convincing
the major auto companies that Iran had the capability to manufacture vehicles. Reza
Niazmand approached several European companies in an effort to optimize the chances of
obtaining a reasonable contract. Mahmud Khayami, a machine shop owner and son of a
wealthy landowner who showed interest in auto manufacturing, was introduced to Reza
Niazmand through connections with the Shah. Niazmand explained how Khayami was used
as a middleman between the Iranian government and the multinational corporations to
obtain a contract:

[ heard about a German company called DKW that was going bankrupt, so I told

Khayami to go to DKW and tell them that we would buy the company per unit

weight and that we would pay the people to come to Iran to help us build the factory

and train us how to use the machinery. He got the DKW contract, but I didn’t want to
build DKWs—they were out of business for a reason. So then I told him to go to Fiat
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and to show them the DKW contract, and within a short time he obtained a contract
from Fiat. Fiat agreed to manufacture the body within the first year. Khayami asked
me if we should accept the contract, but I told him I didn’t want to manufacture Fiats
because of their low quality. | wanted a contract with Talbot [formerly Roots] of
England. They made very good taxicabs, and the cars had a very good engine.
Khayami used the two contracts he had from Fiat and DKW as leverage and came
back from England with a wonderful contract. They promised to give the design
plans and the manufacturing tools to make the whole body of the car and to train
people. In the contract it was agreed that within five years they would help us
manufacture the engine in Iran.12

The government provided Khayami with preferable loans as well as a large influx of
startup money to establish the factory. By 1965 manufacturing of the Peykan by Iran
National, a company owned and managed by Mahmud Khayami, began production.

Pushing the Envelope of Industrialization: Streamlining State Organizations and
Importing a Quasi-State Development Organizational Form from Italy

In the 1950s the economic affairs of the country were organized into four separate
organizations—the Industry of Mining, an Economic Planning Organization, and the
Commerce and Customs Departments. Even after the Shah began to establish state
autonomy to suppress opposition to development, rivalries still existed among the
organizations leading to a lack of coordination. “There were many arguments among the
heads of these departments. For example, the minister in charge of customs wanted to
increase imports in Iran because he was making a lot of money and he wasn’t interested in
supporting local industrialization.”13 In 1963, to establish coherent policies and to improve
coordination, the Shah merged all the departments into the Ministry of Economy. The
Ministry of Economy and the Plan and Budget Organization (an independent, American-
influenced, state-funded organization that provided consultancy resources for
development projects) became the two leading industrial development organizations
(Abrahamian, Iran Between Two Revolutions, 1982; Foran, 1993).

Despite the industrial development success that had started in 1960, the Shah by
1967 was dissatisfied with its speed. In addition, many older corporations founded in the
1950s and early 1960s were saddled with debt due to inefficiencies and incompetence. The
Shah had grandiose visions that by the end of the century, Iran could achieve the economic
might of any of the western European countries. He placed the blame for the slow rate of
development on two obstacles: first, the inefficiency of state-owned enterprises; second,
the lack of an entrepreneurial class to establish large industrial firms. Up until 1960,
capitalist activity in Iran was based on commerce and centered in the bazaar (Halliday,
1979; Alizadeh, 1984; Keshavarzian, 2009). Iran lacked private investors to open large
manufacturing organizations (such as those that had existed in Brazil in the 19t century)

12 Interview with a high-ranking deputy of the Ministry of Economy during the 1960s; January
2010, code 26.

13 Interview with a high-ranking deputy of the Ministry of Economy in the 1960s, January 2010,
code 26.
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as well as an industrial middle class such as that which had emerged from the colonial
system in India (Evans P. B., Dependent Development: The Alliance of Multinational, State
and Local Capital in Brazil, 1979). The land reform policies implemented in 1960, requiring
landowners to distribute their land to peasants, were supposed to free up capital for
industrial development but in fact fell far short of their goals (Kiddie 2003).

The Shah was searching for a solution when a manager from the Industrial
Management Organization, a small Iranian management consultancy organization,
informed him of the success of the Italian Institute for Industrial Reconstruction (IRI).
Established as a quasi-state holding company in Italy in 1933, IRI was jointly owned by the
government and the private sector. By the 1960s, IRl was gaining recognition as an
effective model for economic state intervention in western Europe and Britain (Pozner &
Woolf, 1967; Holland, 1972). It was heralded as being as efficient and dynamic as a private
corporation but with its goals oriented toward government economic policy. The
corporations under IRI's control essentially followed libera