Miskawayh Scientific Quarterly (Research Article)
Vol. 17, No. 3 (Serial No. 59), Autumn 2025

The Rentier State during the Reign of Mohammad Reza Shah Pahlavi and the
Transformation of Social Classes (1973-1978)

Shaghayegh Fathali Zadeh'

Abstract
Tax collection is the most important source of government revenue and one of the most important

elements in the bond between the government and the people. If a government independent of society,
based on underground resources, etc., can meet public expenses, that is, if the tax revenue is
insignificant or does not receive any taxes, the nature of the government and its relationship with
society changes, and it becomes a rentier country. Iran has been considered a rentier country since
1974 due to its underground resource revenues. The relations between the government and the people
in political, economic, and social issues are different in rentier governments. This article attempts to
explain the nature of the rentier government in Iran, study its relationship with the changes in social
classes in a historical process, and answer the main question of how the structure and nature of the
rentier government can be considered an important factor in the changes in social classes in the second
Pahlavi period. The present article is organized based on the historical research method, based on
description and analysis, and the data were collected based on the aforementioned method and
analyzed using the content analysis method. The main findings of the article indicate that the
imbalance between the social spheres of a political system is the main factor in the emergence of
social class developments.
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Extended Abstract

This study examines the nature of the rentier state during the reign of Mohammad Reza Shah and
investigates its impact on the transformation of Iran’s social classes between 1973 and 1978. During
this period, the unprecedented rise in oil revenues fundamentally reshaped the structure of the state,
the economy, the pattern of wealth distribution, and the state—society relationship. The starting point
of this research is the foundational assumption that when exogenous revenues (particularly oil)
account for more than 40 percent of the government's budgetary income, the state shifts from a tax-
based system to a rentier state. This transformation not only alters economic mechanisms but also
produces profound social, political, and class-related consequences. Historical data on state revenues
show that from 1974 onward, oil income in Iran consistently exceeded the 40-percent threshold and, at
its peak, accounted for nearly 50 percent of the gross national product — a turning point widely
recognized in the political economy literature as the consolidation of the rentier state.

Method

This study uses a historical, descriptive—analytical method and relies on economic data, official
statistics, development plan documents, and scholarly works in political economy. Based on these
sources, the research shows that the transformation of social classes and the social deficiencies of the
Mohammad Reza Shah era cannot be understood without considering the rentier structure of the state.
The state’s dependence on oil revenues shaped not only the economy but also Iran’s social
organization, civil institutions, and historical trajectory.

Findings

The Rentier State Theory and the Conceptual Framework

The theory of the rentier state was first introduced in Iranian political economy by Hossein Mahdavy.
According to this theory, the formation of a rentier state — due to its reliance on external revenues,
particularly from the sale of natural resources — reshapes the state’s relationship with society, weakens
government accountability, and increases the state’s autonomy from social classes. This research,
drawing on the works of Mahdavy, Beblawi, Luciani, Katouzian, Tanzi, Davoodi and other classical
and contemporary theorists, analyzes state-society developments in Iran during the reign of
Mohammad Reza Shah within this theoretical framework. In this context, oil rent is not merely an
economic factor; rather, it is a structural force that shapes the nature of the state, its relationship with
society, the behavior of social classes, economic institutions, the labor market and even the trajectory
of rising social discontent.

Oil Revenues and Their Impact on State Structure

Statistical analysis for the years 19651978 shows that oil revenues exhibited unstable but increasing
growth compared to tax incomes. This pattern, while generating both inflationary and recessionary
cycles, significantly reduced the state’s incentive to develop an efficient tax system — an outcome
consistent with international studies by Tanzi, Davoodi, Bornhorst, and Tigrina. These studies show
that governments reliant on natural resource revenues are far less inclined to collect taxes, whereas
tax-based states are compelled to establish political accountability, economic transparency, and close
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interaction with social classes. Thus, the Iranian government’s dependence on oil under Mohammad
Reza Shah represented not merely a fiscal shift but a paradigmatic transformation in state-society
relations.

Social Analysis: The Transformation of Social Classes in the 1970s

Using analytical historiography and documentary analysis, this study examines the transformation of
three major social classes — the traditional middle class, the new middle class, and the working class —
during the Pahlavi period. The findings indicate that each of these classes experienced different
trajectories under the impact of rising oil revenues and the changing functional role of the Pahlavi
state, ultimately contributing to a widening state—society gap and the escalation of social discontent.
The traditional middle class — including bazaar merchants and the clergy — was among the first groups
affected by Pahlavi economic and cultural policies. The sudden oil price boom of 1974 and the
subsequent expansion of state-led development policies directed most credits and economic
opportunities to large industries and affiliated companies. As imports increased and state monopolies
grew, the bazaar and artisans — once central to the urban economy — were gradually sidelined,
weakening their economic position and social influence. The anti-profiteering campaign of 1976,
which resulted in mass fines and arrests of bazaaris, further widened the gap between this class and the
state. Additionally, land reforms and modern educational policies undermined the institutional
authority of the clergy. Consequently, the traditional middle class, which historically held deep
cultural and social roots in Iranian society, was deprived of state support and subjected to political
marginalization during the 1970s.

In contrast, the new middle class — expanded through higher education, administrative modernization,
and development programs — grew significantly in size. The increase in administrative labor, civil
servants, experts, teachers, and university students transformed the structure of urban society. The
state, empowered by vast oil revenues, implemented extensive programs to secure the support of this
class: raising wages, providing loans, constructing affordable housing, and granting study
scholarships. Yet authoritarian development and political non-participation imposed severe constraints
on this class. The establishment of the Rastakhiz Party and the monopolization of the political sphere
in 1975 eliminated opportunities for independent political participation. Thus, while the state
improved the material welfare of this class, it simultaneously restricted its social and political
participation — a contradiction that deepened dissatisfaction among the new middle class.

The working class grew considerably as a result of industrial expansion and dependent capitalism.
Despite this numerical growth, the government did not permit independent labor unions, and official
labor organizations remained under state supervision. To preempt labor unrest, the government
introduced benefits such as profit-sharing, the establishment of the Workers' Welfare Bank, increases
in minimum wages, and the expansion of social insurance. Although these policies temporarily
maintained stability, they did not enhance workers’ political or social participation; rather, they kept
the working class as a controllable unit within the rentier state structure.

The expansion of bureaucracy, patronage, and the deepening of the state-society gap

At the macro level, the study shows that during Mohammad Reza Shah’s reign emerged as a
centralized actor responsible for allocating resources, and its financial independence from society
enabled it to position itself above social classes. Through increased development expenditures,
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bureaucratic expansion and the formation of quasi-democratic organizations, the state sought
controlled forms of social support. Bureaucratic growth—from 150,000 to over 300,000 employees
between 1963 and 1977—reflected efforts to generate numerical support and manage human
resources. Yet this expansion did not result in institutionalized political participation; instead, it further
burdened and weakened bureaucratic efficiency. Patronage policies played a critical role across all
three classes. By offering low-interest loans, industrial privileges, tariff protections and exclusive
resource allocations, the Pahlavi regime cultivated networks of economic dependence. However, the
distribution of rents was highly unequal: groups close to the state benefited the most, while bazaaris,
the clergy and peasants suffered significant disadvantages. This unequal distribution of rents
intensified social dissatisfaction and fueled deep political fissures, culminating in widespread social
mobilization in the final years of the Pahlavi regime.

Conclusion

The findings indicate that although Mohammad Reza Shah’s rentier state achieved remarkable
economic growth, its distributive and non-productive nature hindered balance across economic, social,
and political domains. Rather than building a productive economy, the state relied on distributing oil
revenues, thereby weakening social organisation. Consequently, social classes emerged — and were
weakened — not through natural mechanisms of production and competition, but through varying
degrees of proximity to state resources. The simultaneous absence of an active civil society, an
effective tax system, and political accountability mechanisms placed the state above social classes,
making the recovery of social legitimacy increasingly difficult.

Overall, the research shows that the rentier state under Mohammad Reza Shah, empowered by
financial independence from oil, was able to subordinate and control social classes through distributive
policies. Yet these policies failed to generate social cohesion; instead, unequal rent distribution,
domination over independent institutions, and the weakening of traditional and civil classes deepened
the state-society divide. The eventual outcome was widespread social and political discontent that
contributed to the collapse of the Pahlavi regime. In this regard, the article introduces the concept of
the “social dysfunction of the rentier state,” emphasizing that rentier states—owing to their ability to
distribute rents without societal engagement—are unable to achieve sustainable development in the
long term and inevitably face crises of legitimacy, inefficiency and social fragmentation.
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