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Iran’s Impossible Trinity

Summary:

Iran is currently torn between sanctions, isolation, and openness. Its economy, which is
highly dependent on oil, faces serious limitations due to restricted access to international
trade. This scenario contributes to rising inflation and the devaluation of the rial, forcing
the government to seek new trading partners to refloat its global position. As a result of
economic decline, the population is increasingly critical of its leaders and demanding
economic and cultural reforms, while the regime is torn between yielding on governance
or continuing with an administration staunchly committed to national sovereignty. In this
context, Dany Rodrik's ‘Impossible Trinity’ model allows us to analyse the Iranian
government's strategy to achieve a level of globalisation sufficient to alleviate economic
stagnation without renouncing its sovereignty and religious identity to the detriment of the

democratisation of a society that aspires to greater connection with the world.
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Survival! Economy and politics under international sanctions

Heir to the powerful Persian Empire, the Islamic Republic of Iran is characterised by being
the most ethnically diverse country in the Middle East and the leading Eastern power for
the last 50 years. Its strategic location south of the Caspian Sea and with access to the
Persian Gulf and East Asia has made the country the target of centuries of interference
by foreign powers such as Russia, the Ottoman Empire, the United Kingdom and the
United States. However, the Islamic Revolution of 19791 gave rise to a society that
currently stands out for its mixture of traditional religious elements and modern political

transformation.

With its capital in Tehran, the Republic is divided into 30 regions with a population of
around 90 million people of great ethnic and religious diversity. The main language is
Farsi or Persian, although other minority languages such as Kurdish and variants of
Turkish are also spoken. The official religion is Islam, with 96% of the population being
mainly Shia?. However, other minorities coexist in the Iranian Parliament, such as
Orthodox Christians of Armenian origin3, Eastern Catholics of the Assyrian and Chaldean

Churches* and Jews who follow Zoroastrianism>.

Its form of government consists of a head of state, the President of the Republic, Masoud

Pezeshkian®, various ministries and a parliament known as the Majlis’, made up of 290

1 Revolucién islamica en Iran (1979). Enciclopedia Humanidades. Disponible en:
https://humanidades.com/revolucion-islamica-en-iran-1979/

2 “;Cudl es la diferencia entre sunies y chiies?”. El Orden Mundial, 05/01/2024. Disponible en:
https://elordenmundial.com/diferencia-entre-sunies-chiies/

8 Armenia: religion, historia y tradiciones. ACNUR - Agencia de la ONU para los Refugiados, 21/10/2016.
Disponible en: https://eacnur.org/es/blog/armenia-religion-historia-tradiciones

4 The Assyrian Church. World Council of Churches. Available at: https://www.oikoumene.org/church-
families/the-assyrian-church

5 JOSHUA J. Mark. Zoroastrismo. World History Encyclopedia, 12/12/2019. Disponible en:
https://www.worldhistory.org/trans/es/1-309/zoroastrismo/

6 “Quién es Masoud Pezeshkian, el reformista que fue elegido presidente de Iran y que promete acabar
con el T“aislamiento" del pais.” ElI Orden Mundial, 06/07/2024. Disponible en:
https://www.bbc.com/mundo/articles/c3g0mzzrgggo

7 Majilis: formally the Islamic Consultative Assembly, the country's unicameral parliament. Its function is to
legislate, but it has no legitimacy to pass laws contrary to the fundamental tenets of Islam.

n
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members. Finally, as the supreme authority elected by an Assembly of Experts®, there is
the Shiite leadership, responsible for directing political functions, the organs and their
appointments, and the armed forces. This authority is the only one with the power to

declare war.

To date, the central focus of Iranian foreign policy has been to avoid the impact of
sanctions imposed by the United Nations, the European Union and countries such as the
United States, Australia, Canada, India and Israel. It should be noted that in a globalised
environment, international sanctions® are the main ‘economic weapon’ for managing
conflicts between nations without resorting to the use of armed force. In fact, the country

currently ranks second in the global sanctions rankings, surpassed only by Russia.

18772

® [nternational sanctions

4953
iass 2712811
747 988 -
- s B -
Venezuela Myanmar Belarus  North Syria Iran Russia

Korea

Figure 1. Countries with the highest number of international sanctions.
Own elaboration. Source: 20 Minutos 11

With regard to Iran, the goal pursued for decades has been to apply pressure until the

regime is weakened and forced to modify its nuclear proliferation ambitions, combat

8 Asamblea de Expertos. Academialab. Disponible en: https://academia-lab.com/enciclopedia/asamblea-
de-expertos/

9 International sanctions: the application of coercive measures against countries, individuals or entities that
threaten the global order, with the aim of dissuading their activities. Sanctions are applied mainly through
the SWIFT banking messaging system, restricting access to financial markets and economic sectors
relevant to the country.

10 NUNEZ CIFUENTES, Ana. Mecanismos de sancion internacional a través del sistema financiero: un
arma econdmica contra Putin. Instituto Espafiol de Estudios Estratégicos (IEEE). Disponible en:
https://www.defensa.qgob.es/ceseden/-/mecanismos-de-sancién-internacional-a-través-del-sistema-
financiero-un-arma-econémica-contra-putin

11 “Los paises con mas sanciones del mundo”. 20 Minutos, 27/03/2024. Disponible en:
https://www.20minutos.es/imagenes/internacional/5227757-los-paises-con-mas-sanciones-mundo/

n
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human rights violations and dissuade it from supporting armed or terrorist groups.
Sanctions are the main economic challenge for the country, as they limit its access to

international trade, essential goods and advanced technology.

The development of the nuclear programme has been one of the main concerns in recent
decades. In 2006, the UN Security Council'? issued numerous sanctions packages
demanding the cessation of uranium enrichment, and in 2011, the EU took similar
measures due to human rights violations '3, while the United States tightened energy and

financial restrictions under the Obama administration 4.

Although a historic agreement known as the Joint Comprehensive Plan of Action
(JCPOA)?'> was reached in 2015 to limit nuclear development in exchange for gradual
sanctions relief, following the arrival of Donald Trump?'® as president in 2018 and the
unilateral withdrawal of the United States from the agreement!’, the measures were
reactivated, generating further tension in the region. Since 2022, pressure has continued
to mount with the approval of ten additional packages motivated by the death of activist
Mahsa Amini'® while in the custody of the so-called ‘morality police’. The situation has
been further aggravated by military support for Russia during its aggression against
Ukraine and recent tensions and drone attacks against Israel *°.

12 Arms Control Association. UN Security Council Resolutions on Iran, February 2025. Available at:
https://www.armscontrol.org/factsheets/un-security-council-resolutions-iran

13 Sanciones de la Unidn Europea contra Iran. Consejo Europeo y Consejo de la Union Europea. Disponible
en: https://www.consilium.europa.eu/es/policies/sanctions-against-iran/

14 Fact Sheet: Sanctions Related to Iran. The White House, Office of the Press Secretary, 31/07/2012.
Available at: https://obamawhitehouse.archives.qgov/the-press-office/2012/07/31/fact-sheet-sanctions-
related-iran

15 Acuerdo sobre el programa nuclear de Iran. Consejo Europeo y Consejo de la Unién Europea. Disponible
en: https://www.consilium.europa.eu/es/policies/jcpoa-iran-restrictive-measures/

16 “Trump administration unveils full extent of US sanctions on Iran.” The Guardian, 05/11/2018. Available
at: https://www.theguardian.com/world/2018/nov/05/iran-launches-military-drill-response-return-us-
sanctions

17 “Cinco puntos clave del acuerdo nuclear con Iran del que Donald Trump retiré a Estados Unidos”. BBC
News, 01/05/2018. Disponible en: https://www.bbc.com/mundo/noticias-internacional-43962589

18 “E| tragico caso de Mahsa Amini en Iran. ¢ Qué fue lo que sucedié?”. Amnistia Internacional, 16/09/2023.
Disponible en: https://www.es.amnesty.org/en-que-estamos/blog/historia/articulo/la-muerte-de-mahsa-
amini-en-iran-que-fue-lo-que-sucedio/

19 Restrictive measures in view of Iran’s military support to Russia’s war of aggression against Ukraine and
to armed groups and entities in the Middle East and the Red Sea region. EU Sanctions Map. Available at:
https://www.sanctionsmap.eu/#/main
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From a macroeconomic perspective, the hydrocarbon sector is crucial to Iran's economy.
Iran has the second largest natural gas reserves and the third largest oil reserves in the
world. Its natural resources are its main source of income, making it the fourth largest
exporter of crude oil ahead of Nigeria and Kuwait. According to the World Bank, the oil

sector accounted for more than 18% of GDP in 202129,

As a member of the Organisation of Petroleum Exporting Countries (OPEC), in 2023 it
accumulated more than 208.6 billion barrels, equivalent to a production of 2.8 million
barrels per day, a volume surpassed only by Saudi Arabia and Venezuela. Despite the
lack of foreign investment and the international embargo, Tehran continues to earn

millions of dollars a year from the sale of what is also known as ‘black gold’?*.

Main economic sectors export and import

67%

PETROCHEMICAL MINING SECTOR INDUSTRIAL AGRICULTURAL
SECTOR SECTOR SECTOR

= % of export = % of import

Figure 2: Main Iranian export and import economic sectors. Own elaboration. Source: ICEX 22

As can be seen in Figure 2, the petrochemical sector (natural gas, liquefied gas, oil,
methanol, polymeric materials, bituminous minerals, petroleum oils and derivatives)
accounts for almost half of its exports, followed by the mining industry (steel, aluminium

and other minerals) and the industrial sector (manufacture of machinery, electronics,

20 Qil rents (% of GDP) - Iran, Islamic Rep. World Bank Group. Available at:
https://data.worldbank.org/indicator/NY.GDP.PETR.RT.ZS?locations=IR

21 “El peso del petrdleo en Iran: uno de los paises con mas reservas del mundo y el sexto que mas exporta
de la OPEP”. NewTral, 03/10/2024. Disponible en: https://www.newtral.es/peso-petroleo-economia-
iran/20241003/

22 Ficha Pais, Iran 2024. ICEX - Instituto Espafiol de Comercio Exterior. Oficina de Informacién Diplomatica.
Disponible en: https://www.exteriores.gob.es/documents/fichaspais/iran_ficha%20pais.pdf
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electrical industry, agri-food and automotive). Finally, the agricultural sector is growing as
a result of greater diversification in exports following the economic sanctions imposed by

the international community.

As for imports, the weight falls on industry, one of the sectors most affected by the
restrictions. Iran has difficulty accessing the global market, affecting the availability of
some goods and increasing the cost of products. For example, the purchase of electronics
and machinery is essential for the development of the technology and transport sectors,
as the country is unable to meet domestic demand for certain goods such as computers,
technological components, cars and car parts.

MAIN TRADING PARTNERS
m % import partner ~ m% exporting partner

31,4%

X =
o o
S
X
o
3 52 <
) o
-— — X
-5
@ =
(]
[ |
UNITED CHINA TURKEY IRAQ GERMANY
ARAB
EMIRATES

Figure 3: Main Iranian trade partners. Own elaboration. Source: ICEX 23

In an attempt to circumvent the effect of the restrictions, the regime is seeking alternatives
by establishing new trade links and bilateral agreements. More than 70% of its trade
relations are concentrated in four countries, with China being one of its key partners in
sectors such as energy, technology and infrastructure. One example is the
Comprehensive Strategic Partnership agreement?* signed in 2021 with the aim of

increasing investment and cooperation between the two countries over the next 25 years.

23 Ficha Pais, Iran 2024. ICEX - Instituto Espafiol de Comercio Exterior. Oficina de Informacién Diplomatica.
Disponible en: https://www.exteriores.gob.es/documents/fichaspais/iran_ficha%20pais.pdf

24 “L’Iran et la Chine signent un accord de coopération de vingt-cing ans”. Le Monde, 25/03/2021.
Disponible a: https://www.lemonde.fr/international/article/2021/03/27/teheran-et-pekin-signent-un-accord-
de-cooperation-de-vingt-cing-ans 6074669 3210.html|
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But in addition to China, Russia has also gained prominence on Iran's geopolitical
chessboard in an attempt to circumvent US sanctions. Moscow and Tehran have just
agreed on $40 billion for the creation of an energy corridor ?® for the free exchange of oil
and gas, strengthening their position in the Middle East. Finally, Iran's recent accession
to the BRICS bloc?® represents another step in its strategy to consolidate its position on
the global stage by joining other emerging economies.

It is a fact that the Iranian economy is heavily dependent on hydrocarbons, a factor that,
while contributing to the country's development, makes it vulnerable to energy sanctions,
hindering the diversification of other sectors. In a scenario marked by exclusion from the
benefits of economic globalisation, the regime must make a key decision: preserve its
centralised and conservative model in favour of economic independence or adopt a
strategy of openness that allows the population greater participation in economic
decision-making. This is a ‘trilemma’ between sovereignty, democracy and globalisation
that is becoming more acute as internal crises resulting from restrictions on economic

growth generate an emerging need for transformation within society.

Paradox! Protection or openness in an interconnected world

Iran faces a delicate economic situation marked by international sanctions and its
inaccessibility to markets. However, it is the nature of the regime itself, combined with the
sanctions, that seriously hinders its ability to integrate into the global economy. The
government's claims to full sovereignty are at odds with the local economic and
democratic interests of its population. This is a three-way struggle between the interests

of the state, the population and the advantages of globalisation.

25 “I[rdan y Rusia avanzan en la creacion de un corredor energético estratégico”. Atalayar, 28/06/2024.
Disponible en: https://www.atalayar.com/articulo/politica/iran-rusia-avanzan-creacion-corredor-energetico-
estrategico/20240811090000203906.html

26 “l[ran Becomes A Member Of BRICS, With Hopes And Challenges.” Iran International, 02/01/2024.
Available at: https://www.iranintl.com/en/202401020918
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Dany Rodrik's ‘Impossible Trinity’ model?’ offers a perspective for analysing Iran's
position in the international context. This is a political-economic theory developed by the
economist and coined in his book ‘The Globalisation Paradox’, which provides an
understanding of the economic decisions that countries face in a globalised world and
how these can influence their socio-economic and political stability. Rodrik poses the
following trilemma: it is not possible to choose simultaneously between ‘globalisation’,

‘nation state’ and ‘economic democracy’ %.

Dany Rodrik's Impossible Trilemma: Vertices of the Triangle

Level of integration on the global economy: entails open
markets, free trade, capital flows and implementation of
joint economic policies in an interconnected market.

Hyper —p
Globalisation

Nation __» A nation's degree of authority in making its own political,
State economic and social decisions. Its national sovereignty.

Economic Democratic capacity of a nation to make its economic,
Democracy political and social decisions according to local interests

or preferences of the population.

Figure 4: Definition of the vertices of the ‘Impossible Trilemma’. Own elaboration.

If a country opts for a hyper-globalised economy without compromising its sovereignty, it
must renounce economic democracy. If, on the other hand, it prefers to preserve its
national sovereignty, it will be forced to distance itself from the globalised system. Finally,

if it decides to choose openness and democracy, it must sacrifice its national sovereignty.

2 Trilema imposible de Dany Rodrik. Economipedia, Disponible en:
https://economipedia.com/definiciones/trilema-rodrick-imposible.html

28 Hyperglobalisation: total elimination of economic restrictions between nations. It involves the removal of
tariffs or barriers on trade and investment allowing the free movement of goods, services and capital.
Hyperglobalisation forces compliance with international rules by limiting sovereign decision-making.
However, such decisions may conflict with the democratic preferences and local interests of the population.
Nation State: represents the national sovereignty of a country, the ability to manage its internal politics and
legislation. Degree of independence to develop economic strategies, resource management and the
protection of its national and cultural identity from external influences.

Economic Democracy: people's ability to influence economic decision-making in their national interests and
benefits. It allows for the creation of their own economic policies, the protection of labour rights and the
equitable redistribution of wealth, which may conflict with globalisation rules or agreements.

n
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Depending on its choice, the nation in question must find a balance between the tensions
generated by achieving a greater degree of sovereignty, democracy or globalisation.
Based on the decisions represented at the vertices of the triangle, the state will define its
economic and political strategies by sliding towards one side or the other of the triangle:

the ‘Golden Straightjacket’, the ‘Bretton Woods Compromise’ or ‘Global Governance’?°.

Dany Rodrik's Impossible Trilemma: Sides of the Triangle

Golden __, |Implementation of austere economic policies by a country
Straitjacket renouncing its economic sovereignty.
Global International rules, laws, agreements or regulations that

— influence the ability of countries to manage their economic

Goberning e :
policies in a hyper-globalised world.

Bretton Woods System of monetary stability through the application of a
Compromise — fixed exchange ratev. The aim is to promote economic
stability and avoid currency devaluation.

Figure 5: Definition of the sides of the ‘Impossible Trilemma’. Own elaboration.

If we analyse Rodrik's ‘Trinity’ as applied to Iran, we start with a state with a totalitarian
Islamic regime, a nation characterised by its very nature by a lack of ‘Global Governance’.
This condition places it directly at the ‘Economic Democracy’ vertex as a result of its
limited integration with the rest of the world. However, Iranian ‘Economic Democracy’ is
influenced by international restrictions and the internal policies of its government, which
reduces the ability of citizens to influence the economic decisions of the global system.

In a baseline scenario in which Iran does not benefit from international trade and does

29 Golden Straitjacket: an explanatory metaphor for how countries are forced to implement austere
economic policies by giving up full economic sovereignty. Restrictions that limit a country's ability to act
independently according to its needs.

Bretton Woods Compromise: agreement established in 1944 at Bretton Woods (New Hampshire). The
conference laid the foundations for the post-war international monetary system. Its aim was to promote
economic stability and avoid devaluations. Its conditions implied: monetary stability with a fixed exchange
rate, freedom of capital, free movement of goods and services between countries and national sovereignty
as economic policy. The full capacity to implement national economic policies.

Global Governance: international rules, laws and regulations between countries. How international
agreements or Institutions can influence the ability of countries to manage their economic policies in a
hyper-globalised world. Global Governance plays a key role in Rodrik's trilemma. It directly affects the
economic stability of states, the freedom of capital and their national sovereignty.

n
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not have access to a variety of economic sectors, the nation is excluded from the top of
‘Globalisation’.

At the same time, maintaining national sovereignty is an absolute priority for the regime,
and the government seeks to maintain control over its own monetary policies by resisting
international pressure. De facto, Iran has a fixed exchange rate system generally
managed in relation to the US dollar or the euro. However, the value of the Iranian rial

has always suffered significant devaluations as a result of its dependence on oil.

Iran: The Impossible Trilemma by Dany Rodrik

Globalization

Golden Straitjacket Global Governance

Nation State / \ Economic Democracy

1 ]

Bretton Woods Compromise

Figure 6: Application of Dany Rodrik's ‘Impossible Trilemma’ on Iran. Own elaboration.

As can be seen in Figure 6, Iran is located between the vertices of ‘Nation State’ and
‘Economic Democracy’. The interpretation of the ‘Rodrik Trilemma’ reflects that the
country is sliding along the band known as the ‘Bretton Woods Compromise’, a
crossroads between international tensions and national aspirations. On the one hand, the
government is striving to revive its economy while dodging Western and US sanctions.
On the other hand, it insists on prioritising national sovereignty to the detriment of
economic democratisation and internal pressure from a population that aspires to greater

openness to the outside world.

There is no doubt that international sanctions represent the biggest obstacle to Iranian

politics by limiting its economic potential despite its significant energy resources. But how

n
Ie_ede'_es Documento de Opinién 54/2025 10




Instituto E

Ana Nufiez Cifuentes

eee es Iran’s Impossible Trinity
|

are citizens coping with global isolation? Is the trade embargo the only factor causing
instability, or does the government's management also play a role? Below, we analyse
the socio-economic impact of these factors and the growing social tensions among a

population that aspires to greater global integration.

The impact of sanctions: economic resilience and inflation

While the United States and the European Union continue to put pressure on the energy
sector, the regime remains optimistic. Despite the initial impact of the rigorous package
of sanctions imposed in 2018, Iran managed to recover 80% of its previous export
volume?°, Iranian Oil Minister Javad Owiji announced in 2023 that the country had
exported the equivalent of more than $35 billion in the last three years, recording annual
growth of 5% at the end of the year. ‘Today we can export oil wherever we want,’ 3! he
told the Financial Times in his latest statements. Even with the extension of restrictions
to include his successor, Mohsen Paknejad 32, Iran recorded its highest level of oil exports

in six years during the first quarter of 2024.

China is helping to maintain this position by purchasing 1.5 million barrels per day,
according to the US House of Representatives Financial Services Committee33. Both
countries have woven their own oil network supported by ‘teapot refineries’, small facilities
independent of large state-owned companies which, as they do not operate abroad, do
not carry out transactions in dollars or require international financing. This advantage
allows them to evade Western regulations and restrictions. They also have small,
privately owned ships, making them difficult to locate by maritime services and

international intermediaries.

80  ;Puede la economia irani permitirse una guerra? DW, 19/04/2024. Disponible en:
https://www.dw.com/es/puede-la-economia-irani-permitirse-una-guerra/a-68876055

81 “Las exportaciones de petréleo de Iran alcanzan un maximo de 6 afios mientras Occidente prepara
sanciones”. Expansion, 18/04/2024. Disponible en: https://www.expansion.com/economia/financial-
times/2024/04/18/6621176ce5fdea9b3d8b4572.html

82 EE. UU. anuncia sanciones contra el ministro del Petréleo de Iran. EFE - Agencia de noticias,
13/03/2025. Disponible en: https://efe.com/mundo/2025-03-13/estados-unidos-sanciones-petroleo-iran/

83 Como China esta ayudando a Iran a sortear las sanciones internacionales. BBC Mundo, 17/05/2024.
Disponible en: https://www.bbc.com/mundo/articles/cd1vmin10070
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Figure 7: Iranian GDP growth 2023. Source: World Bank. 34

In short, its commercial strategy to date has withstood the sanctions by minimising their
desired effect®>. But who absorbs the brunt of these sanctions? The impact of the
coercive measures is not mainly reflected in GDP growth, but in other macroeconomic
indicators such as inflation, the exchange rate and GDP per capita. Given that oil is key
to the country's monetary policy, there is a direct relationship between the price per barrel

of Brent crude and inflation.

When the price per barrel rises, the government obtains higher revenues, allowing it to
increase public spending. This dependence becomes a double-edged sword, as rising oll
prices lead to higher costs in the production of goods and services. Examples include the
costs of the transport sector or the production of energy-related inputs, machinery, tools

or labour.

And what happens when the international community decides to tighten restrictions?
Every time sanctions are reactivated, Iran reduces its exports and revenues, causing its

currency to devalue and a currency crisis triggered by the volatility of Brent prices. As a

34 GDP growth (anual %) — lIran, Islamic Rep. World Bank Group, march 2025. Available at:
https://data.worldbank.org/indicator/NY.GDP.MKTP.KD.ZG?end=2023&locations=IR&start=2015

35 “lran mantiene exportaciones de petréleo pese a sanciones, Asia sigue siendo mercado clave”.
Investing.com, 24/04/2025. Disponible en: https://es.investing.com/news/commodities-news/iran-
mantiene-exportaciones-de-petroleo-pese-a-sanciones-asia-sigue-siendo-mercado-clave-93CH-3113607
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result, imported goods become more expensive and the government needs to implement

economic policies to revive domestic trade.

In any case, a surcharge on production costs, import prices or the value of local goods
ultimately leads to higher inflation 6. At this point, the Central Bank has two options: raise
interest rates to reduce inflation at the expense of domestic investment, or keep rates low

to stimulate the economy, assuming the risk of further increases in domestic prices.

Inflation, consumer prices (annual %) - Iran, Islamic Rep.

2015 . 2023

Figure 8: Iranian inflation increase in 2023. Source: World Bank. 3"

And so Iran is experiencing unprecedented inflation: more than 40% in 2023, 34% in 2024
and more than 35% at the beginning of 20253, It is currently the country with the highest
inflation rate, a situation that has led to the national currency losing more than 30% of its

value and 90% against the dollar following the recent victory of Donald Trump3°. The

36 “Economia irani: 10 puntos sobre un Estado forjado en las sanciones”. Le Grand Continent, 01/03/2024.
Disponible en: https://legrandcontinent.eu/es/2024/03/01/economia-irani-10-puntos-sobre-un-estado-
forjado-en-las-sanciones/

87 Inflation, consumer prices (anual %) — Iran, Islamic Rep. World Bank Group. Available at:
https://data.worldbank.org/indicator/FP.CPI.TOTL.ZG?end=2023&locations=IR&start=2015
88 Jrdn - Tasa de inflaciobn. Trading Economics, marzo 2025. Disponible  en:

https://es.tradingeconomics.com/iran/inflation-cpi

39 “El rial irani pierde un 90 % su valor frente al délar estadounidense debido a la crisis energética nacional”.
Atalayar, 22/01/2025. Disponible en: https://www.atalayar.com/articulo/economia-y-empresas/rial-irani-
pierde-90-valor-frente-dolar-estadounidense-debido-crisis-energetica-
nacional/20250122090000210074.html|
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situation has led to the dismissal of Economy Minister Abdolnasser Hemmati“® due to the
worrying collapse of the rial*', now considered the third most unstable currency in the

world.

The current market situation is forcing Iranian companies to adapt to sanctions by
promoting domestic production to the detriment of imports. Its industry reveals a
significant dependence on foreign raw materials and inputs*? necessary for some sectors
such as technology, energy and the automotive sector. The scarcity of these inputs
makes them more expensive and means that manufacturing companies have to continue
using obsolete machinery or technology. Likewise, the inability to compete internationally
leads to the manufacture of low-quality goods such as inefficient household appliances,
unsafe cars*3 and short-range drones. A case in point is the Iranian drone model Shaded,
which Russia used to bomb Ukraine, saving the Kremlin the cost of missiles thanks to its

low cost and ease of mass production*4.

On the other hand, unlike other countries where trade requires licences, Iranians can
conduct transactions directly. This is an advantage for larger traders or those connected
to power, as it facilitates their international agreements. However, the private sector does
not have the same opportunities as it lacks foreign capital and technology, a competitive

disadvantage compared to those who can benefit from a more flexible environment*®,

40 “El ministro de Economia de Iran es destituido mientras el rial irani cae a casi un millén por dolar
estadounidense”. Euronews, 02/03/2025. Disponible en: https://es.euronews.com/2025/03/02/el-ministro-
de-economia-es-destituido-mientras-el-rial-irani-cae-a-casi-un-millon-por-dola

4 Iranian Rial: 1E = 46,546 rials. Exchange rate only used by those authorised by the government to import
medicines and essential goods.

42 |Input: raw material, energy, labour, material or any component needed in a production process, the
provision of a service or the manufacture of final products.

43 “Los iranies boicotean sus propios coches porque provocan accidentes”. ABC, 28/10/2025. Disponible
en: https://www.abc.es/motor/reportajes/abci-memes-iranies-boicotean-propios-coches-porgue-provocan-
accidentes-201510280135 naticia.html

44 “Asi son los drones kamikaze iranies con los que Rusia estd sembrando el terror en las ciudades
ucranianas”. La Razén, 03/11/2022. Disponible en:
https://www.larazon.es/tecnologia/20221017/abmfhxy77rfnfiSr5aogzyws5y.html

45 Iran: las consecuencias geopoliticas de la resiliencia industrial frente a las sanciones. Le Grand
Continent, 17/05/2024. Disponible en: https://legrandcontinent.eu/es/2024/04/03/iran-las-consecuencias-
geopoliticas-de-la-resiliencia-industrial-frente-a-las-sanciones/
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In addition, the rise in production prices due to currency devaluation causes companies,
especially small businesses, to pass these higher costs directly on to consumers, leading
to a loss of purchasing power among citizens*. Yes, the Iranian economy is resilient to
the international blockade, but resistance to sanctions comes at a cost that affects the

entire middle class.

The socio-economic consequences: the population and its political elites

After the Islamic Revolution of 1979, Iran went from being an ally of the United States to
positioning itself as its main enemy, christened by Ayatollah Khomeini as ‘the Great
Satan’4’. This was a complete change due to the rejection of the West, the Zionist
movement*® and support for the former regime of the ‘Shah’. However, despite
developing under restrictions since then, in the late 1990s and early 21st century, its
economy was expanding, surpassing emerging markets such as Turkey and Brazil. The
standard of living of its inhabitants rose significantly, its GDP per capita grew and the

purchasing power of the population increased accordingly.

This trend was reversed from 2011 onwards due to the crises caused by sanctions
imposed mainly by the US administration. However, although Iran's economic growth has
been particularly limited over the last 15 years, international measures have not had the
desired effect and have not succeeded in subjugating or transforming the regime at
present. Furthermore, their impact does not affect the political elites, who have developed
a special ability to circumvent restrictions, but rather prevents the formation and stability

of a middle class. As a result, the standard of living of the population, from both an

46 “Iran: las consecuencias geopoliticas de la resiliencia industrial frente a las sanciones”. Le Grand
Continent, 03/04/2024. Disponible en: https://legrandcontinent.eu/es/2024/04/03/iran-las-consecuencias-
geopoliticas-de-la-resiliencia-industrial-frente-a-las-sanciones/

47 “La historia de Iran: del sha a los ayatolas”. El Orden Mundial, 28/02/2024. Disponible en:
https://elordenmundial.com/podcasts/no-es-el-fin-del-mundo/la-historia-de-iran-del-sha-a-los-ayatolas/

48 Sionismo: movimiento politico judio que dio lugar a la formacién del Estado de Israel en 1948.
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economic and social perspective 4, has fallen back to levels seen 20 years ago, giving

rise to political and social crises and even crises of cultural and national identity 5°.

Specifically, 2022 marked a turning point in Iranians' perception of the regime's
management. Following the murder of Mahsa Amini, a 22-year-old activist arrested by
the so-called ‘morality police’®, a wave of protests®? broke out against the government,
demanding an end to human rights violations, restrictions on social freedoms and urgent

economic reforms 23,

In addition, price increases following the devaluation of the rial and inflation have spread
to all sectors of the economy, reducing the purchasing power of citizens. According to
Iran's National Centre for Statistics >4, 27% of the population has less than £1.50 per day
to spend on basic goods. This economic framework contributes to greater discontent
among a population aware of the stagnation in which it finds itself.

The food sector is one of the hardest hit, with access to basic foodstuffs becoming
increasingly difficult in recent months. Long queues form in several major cities to buy
chicken, and local bakeries are closing due to the increase in the cost of flour and other
ingredients. Legumes and vegetables, fruit, nuts, cereals and bread are the products that

have seen the highest price increases.

49 In 1963, the White Revolution allowed Iranian women universal suffrage. During this time there was no
dress code requiring the wearing of the veil, nor was there gender segregation in the cultural or occupational
spheres. The ‘Family Protection Law’ raised the minimum age of marriage from 13 to 18 and made it easier
for women to file for divorce. The 1979 Revolution ended the 37-year reign of Shah Mohammed Reza
Pahlavi and ended the process of modernisation and westernisation of the country with a traditional
government led by Ruhollah Mousavi Khomeini who upheld the strictest fundamentals of the Koran.

50 Cémo era la vida de las mujeres en Iran antes de la Revolucién Islamica. BBC News Mundo, 25/09/2022.
Disponible en: https://www.bbc.com/mundo/naticias-internacional-63015281

51 "Clamabamos por la libertad, pero apenas entendiamos su verdadero significado”: el complejo debate
sobre el legado de la Revolucion irani 45 afios después. BBC News Mundo, 11/02/2024. Disponible en:
https://www.bbc.com/mundo/articles/cOkdplzg5rwo

52 “Factores econdmicos de las protestas en Iran”. Politica Exterior, 10/04/2023. Disponible en:
https://www.politicaexterior.com/articulo/factores-economicos-de-las-protestas-en-iran/

53 Afsoon Najafi, premio Sajarov: “El velo es un simbolo contra el régimen de Iran”. El Orden Mundial,
21/01/2024. Disponible en: https://elordenmundial.com/activistas-iran-premio-sajarov-derechos-humanos/
5 “La subida de precios alimenta el descontento entre la poblacion irani”. Swiss Info, 21/02/2024.
Disponible  en: https://www.swissinfo.ch/spa/la-subida-de-precios-alimenta-el-descontento-entre-la-
poblacion-irani/88907211
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Access to housing further exacerbates the situation, as 45% of a middle-class family's
income goes towards rent>®. Even the cost of a single room, according to an increasing
number of workers, is becoming unaffordable. Healthcare costs (medical procedures and
equipment) have increased ninefold. The pharmaceutical sector, despite being exempt
from restrictions due to its humanitarian status, is also facing drug shortages due to

difficulties in making international payments and managing transport 6.

The energy sector is also going through one of its worst crises. Although public officials
blame the population for the power cuts caused by high household consumption, the
problem is due to underinvestment and poor infrastructure maintenance®’. During 2024,
the regime activated numerous power cuts throughout the country with the aim of
conserving fuel and urging citizens to reduce their use of heating and electricity in winter

and air conditioning in summer.

Protests have already spread throughout the country. In Isfahan, farmers are
demonstrating against water policies, in Sistan and Baluchistan truck drivers are
complaining about rising petrol prices, in Arak pensioners are taking to the streets over
the high cost of living, and in Shiraz health workers have expressed concern about delays
in the payment of their salaries °8. To make matters worse, youth unemployment is on the
rise®. The lack of job opportunities has led many Iranians to seek work abroad or to
emigrate, motivated by rising poverty levels. All this has generated a climate of viral
campaigns demanding the expulsion of Afghan residents and refugees as a response to

rising crime in the country, abuse of subsidies and job occupation.

55 “L’inflation monte en fléche en Iran”. Conseil National de la Résistance Iranienne, 23/02/2024. Disponible
a: https://fr.ncr-iran.org/actualites/economie/linflation-monte-en-fleche-en-iran/

56 El sector farmacéutico en Iran ficha sector. ICEX - Instituto Espafiol de Comercio Exterior, 25/06/2024.
Disponible en:
https://www.icex.es/content/dam/es/icex/oficinas/117/documentos/2024/06/anexos/FS Sector%20farmac
éutico%20en%20Iran%202024 REV.pdf

57 “La crisis energética obliga a Iran a racionar el suministro eléctrico”. Atalayar, 16/11/24. Disponible en:
https://www.atalayar.com/articulo/economia-y-empresas/crisis-energetica-obliga-iran-racionar-suministro-
electrico/20241116080000207609.html

58 El rial irani se desploma y "pierde un 30% de su valor", segun los informes. The Jerusalem Post,
08/04/2024. Disponible en: https://www.jpost.com/spanish/noticias-del-medio-oriente/article-795949

5% “La economia irani hunde a la juventud”. La Vanguardia, 03/03/2024. Disponible en:
https://www.lavanguardia.com/internacional/20240303/9532955/economia-irani-hunde-juventud.html
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It should be noted that Iran has a very young population, with the average age of Iranians
standing at 30 and, according to the United Nations Population Fund (UNFPA), more than
60% of the population is economically active °. It is precisely young people and women
who are the most fervent advocates of social change and greater openness to the outside
world. One example has been the ‘Woman, Life, Freedom’ movement, in response to the
regime's religious impositions such as the wearing of the hijab. The protests of recent

years demonstrate a growing social interest in freedom.

Another factor that also demonstrates the desire to connect with the rest of the world is
the more than 80% increase in internet use among lranians. However, the regime's
restrictive policies on its use, coupled with sanctions, are negatively affecting the
country's digital development and global interaction. Since 2022, the government has
intensified censorship, harming national companies and the security of critical
infrastructure. At the user level, users face poor connection quality and high costs for

using circumvention tools such as VPNs®2,

Individuals using the Internet (% of population) - Iran, Islamic Rep.

= 80%

2015 - 2023

Figure 9: User-level growth in internet use. Own elaboration. Source: World Bank 62,

60 “Analisis DAFO de Iran: Debilidades, Amenazas, Fortalezas y Oportunidades.” Lisa News, 07/10/2024.
Disponible en: https://www.lisanews.org/internacional/analisis-dafo-de-iran-debilidades-amenazas-
fortalezas-y-oportunidades/

61 “Informe: La censura y las sanciones afectan a Internet en Irdn”. Internet Society, 09/07/2024. Disponible
en: https://pulse.internetsociety.org/es/blog/censorship-and-sanctions-impacting-irans-internet-report

62 |ndividuals using the Internet (% of population) — Iran, Islamic Rep. Worl Bank Group. Available at:
https://data.worldbank.org/indicator/IT.NET.USER.ZS?end=2023&locations=IR&start=2010
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With regard to different messaging applications and online services, despite the
reactivation of WhatsApp and Google Pay in 2025, many other platforms such as
YouTube, X and Facebook have remained blocked since 2009. Although the current
president, Masoud Pezeshkian, has expressed his desire to ease the situation, he faces

resistance from more conservative lawmakers 63.

Finally, added to the widespread discontent among the population with the questionable
economic management of their leaders, citizens are not overlooking the latent corruption
in many public sectors. The Iranian economy is influenced by an interaction between the
political and economic spheres, leading to state policy favouring clientelism and
preferential treatment in the distribution of resources. In addition, religious entities and
the ‘Revolutionary Guard’ under the authority of the political and religious leader of the
Republic also control many key sectors. However, their operations are particularly opaque
as they are not subject to taxation or required to submit financial accounts 4,

According to Transparency International's index, Iran has fallen to 149th place out of a
total of 180 countries®®. As an authoritarian regime, the Shiite leadership finds it easier to
evade sanctions. As a result, rather than weakening, the government has strengthened
its position and continues to point to its enemies as responsible for the economic

difficulties.

A tug of war between national sovereignty and economic globalisation

Returning to Dany Rodrik's ‘Impossible Trinity’, after analysing the impact of sanctions on

Iran and their socio-economic repercussions, the model reflects the following: the regime
Is persevering with its regional strategy anchored in nationalism and religion. Its monetary

63 “lran levantd la prohibicion de WhatsApp, pero los usuarios apenas notan el cambio”. Infobae,
02/01/2025. Disponible  en:  https://www.infobae.com/america/mundo/2025/01/02/iran-levanto-la-
prohibicion-de-whatsapp-pero-los-usuarios-apenas-notan-el-cambio/

64 “;Puede la economia irani permitirse una guerra?’. DW, 19/04/2024. Disponible en:
https://www.dw.com/es/puede-la-economia-irani-permitirse-una-querra/a-68876055

& |ran - indice de Percepcion de la Corrupcion. Datos Macro — Expansion, 2023. Disponible en:
https://datosmacro.expansion.com/estado/indice-percepcion-corrupcion/iran
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policy remains dependent on oil price fluctuations, forcing it to maintain a fixed exchange
rate to control inflation and price stability. Despite this, international sanctions and price

volatility continue to cause severe devaluations of its currency.

On the one hand, we find a government positioned at the apex of the ‘nation state’ model,
pulling it towards the ‘golden straitjacket’ side. Its strategy is to maintain national control
while seeking to achieve a sufficient level of globalisation through new trading partners
that diversify its economy without neglecting its religious identity. However, an
authoritarian administration implies reducing citizen participation in economic decision-

making, preventing progress towards full democratisation of the country.

Meanwhile, a broad sector of society led by young people and women at the apex of
‘Economic Democracy’ is tilting the model towards ‘Global Governance’. This population
demands profound changes of various kinds in the system, such as the elimination of the
veil, greater social freedoms and an opening up to the outside world as a solution to end

the economic suffocation caused by sanctions and the regime's administration.

Iran: The Impossible Trilemma by Dany Rodrik

Globalization

Nation State

Iranian regime Ecconomic Democracy

Figure 10: Interpretation of the Iran Trilemma. Own elaboration.

Despite the arrival of a new government with a more reformist orientation for the first time,

the Iranian parliament is divided between a sector that advocates openness and a strictly
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conservative majority that resists change®. For now, the regime continues to have
significant control over economic and political decisions, with its rulers and the ‘Supreme
Leader’ maintaining considerable influence over the country. However, in recent years,
the population has shown a greater capacity to destabilise the power dynamic through
protests and demonstrations. Whether Iran can find a balance remains a ‘trilemma’
dependent on several factors: social tension, international pressure and socio-economic

instability.

Conclusion

The Iranian economy is deeply dependent on hydrocarbon revenues, a resource that
generates significant benefits but also poses serious challenges given the close
relationship between inflation and the volatility of Brent prices. In addition, international
sanctions prevent sufficient globalisation by restricting access to markets. Each time the
international community reactivates or tightens sanctions, the rial is devalued, increasing
inflationary pressure and causing a boomerang effect on the rest of the country's main
sectors.

Industry and manufacturing companies suffer the greatest complications in accessing
primary inputs, making the cost of domestic production and imported goods more
expensive. As a result, the price of local products increases to the detriment of the
purchasing power of middle-class consumers. Iran's economic deterioration has therefore

caused the standard of living of its citizens to fall back to levels seen two decades ago.

In an attempt to alleviate the situation and circumvent the blockade, the regime is
establishing bilateral agreements and trade relations with other countries such as Russia
and China. However, the aim of undermining the economy through coercive measures is

not fully understood by the political elite, who attribute the inflationary problem to the

66 “Crisis politica en Iran: renuncié el vicepresidente y crece el enfrentamiento entre reformistas y
conservadores”. Infobae, 03/03/2025. Disponible en:
https://www.infobae.com/america/mundo/2025/03/03/crisis-politica-en-iran-renuncio-el-vicepresidente-y-
crece-el-enfrentamiento-entre-reformistas-y-conservadores/
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sanctions. Although the regime boasts of its resilience and directs its propaganda towards
an ‘economy of resistance’ in the face of the ‘economic war,’ it is unable to alleviate the
increasingly widespread social tensions. The population recognises the negative impact
of the sanctions, but more and more people are blaming their leaders for the lack of

transparent structures and the current crises they face.

Economic stagnation and strict religious rules imposed on a society where two-thirds of
the population is under 30 have sparked a demand for greater openness to the outside
world, as reflected in recent polls and numerous demonstrations. More and more Iranians,
especially young people, women and middle-class workers, are calling for economic
reforms and changes in the cultural and religious spheres. The multiple crises have led
to divisions within the regime itself. While the conservative sector is trying to maintain
tight control over national governance and religion, others are calling for reforms to regain

popular credibility and redress the critical economic situation.

The Iranian regime must decide between preserving its sovereignty at the cost of global
isolation or a gradual opening towards international trade and greater economic
democratisation. On the one hand, clinging to authoritarianism would consolidate its role
as a regional player but exclude the country from global geopolitics. On the other hand,
entering a globalised environment implies social change towards a more democratic

system and adaptation to a hyperconnected environment.

Iran faces a crossroads marked by international sanctions, high inflation and discontent
among its population. The country must decide whether to make structural changes and
reorient its foreign policy with the aim of easing restrictions, as a scenario of prolonged
global isolation would further fuel existing internal tensions. Its future depends largely on
the gradual lifting of these restrictions, which is a clear reason why diplomacy between

Iran and the United States has already begun new rounds of meetings and negotiations.
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