
Iran–US relations – strained at the best of times since the 1979 Iranian revo-
lution – have never been worse than during the past six years, due to the 
much more intense interaction between the two states since the revelations 
about Iran’s nuclear ambitions and the United States’ invasion of Iraq. The 
United States sees Iran as a potential strategic rival, while Tehran views 
the American presence in the Middle East as a potential existential threat. 
This has led to zero-sum thinking and has raised the stakes correspond-
ingly. In the process there has been an inflation of the Iranian threat, which 
is poorly understood and often exaggerated. Depicting Iran as a military 
threat obscures the real political threat the country poses to its region; Iran’s 
regional behaviour has been neglected and overshadowed by the conten-
tious nuclear issue. However, it is precisely Iran’s behaviour and goals 
which feed concerns about its nuclear ambitions. 

It is important to put the Iranian threat in context. In recent years, what 
was largely a bilateral rivalry between Iran and the United States has become 
displaced and expanded throughout the region: Palestine, Syria, Lebanon, 
Iraq and the Gulf states have all been affected by the growing tension, and 
there are signs that Iranian influence is becoming stronger in these areas. 
Iran’s more active and effective diplomacy in the Middle East is due to the 
conjunction of three separate trends, all of which are reversible. The first is 
the emergence of a permissive regional environment, hospitable to Iran’s 
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diplomacy; the second, the ascension of an ideological and hardline con-
servative government in Tehran, predisposed to a more activist diplomacy; 
and third, the oil windfall, which freed resources for seeding movements 
and clients supportive of Iranian goals. However, the influence that has 
accrued to Iran as a result of these trends is transitory and precarious, and 
there are constraints on Iran becoming a regional superpower. 

Iran–US relations
A foundational myth of the Iranian revolution was that anti-Americanism 
was the equivalent of anti-imperialism.1 This belief, together with the revo-
lutionary desire to ‘export the revolution’, has become part of Iran’s identity 
and raison d’être, which includes support for ‘oppressed’ people. Because 
these concepts are seen as vital to the regime’s legitimacy, and hence security, 
they would be difficult to drop, not least because the sense of embattlement 
they engender is an integral part of maintaining elite control of the belea-
guered and ‘endangered’ revolution. 

In the Iranian view, the United States seeks to dominate the Middle East, 
and together with its local allies control the region strategically and loot its 
resources.2 Iran’s mission is to keep its independence by fighting this hege-
monic and oppressive system and spreading its revolution by ‘presenting 
a blueprint for an Islamic republic … and defending the deprived masses 
in the world of Islam and the wronged people who have been trampled 
upon by tyranny’.3 In the regional context this translates into calls for the 
expulsion of the Western presence and support for the Palestinian and other 
‘resistance’ forces. Iran’s challenge to the regional order is not military, but 
political: it is about exerting influence, appealing to the masses or the ‘street’, 
demonstrating that Iran can confront injustice, presenting a viable model of 
‘resistance’, and ‘framing the regional agenda’.4 Thus, Iran is very far from 
being a ‘classic imperial power’ or ‘an unexceptional opportunistic power 
seeking to exert preponderance in its immediate neighbourhood’.5 Rather, it 
is a revisionist state in terms of status, not territory.

For the United States, the strategic importance of the Middle East has 
only grown in recent years, shaped by the confluence of such concerns as 
energy security, international terrorism and nuclear proliferation. Since the 



Iran’s Power in Context  |  167   

Second World War, US policy toward the region has been encapsulated by 
the words ‘access’ and ‘denial’: Washington has sought political, military 
and economic access to the region and its resources through allies and bases, 
and to deny control over the region to any (unfriendly) dominant power. In 
recent years, the identity of the most likely rival power has shifted from the 
Soviet Union to Iraq and now to Iran.

In furtherance of its interests the US government has established bases in 
friendly states in the Persian Gulf (Kuwait and Qatar) and a long-standing 
naval presence (Bahrain). Washington envisages the evolu-
tion of an orderly security system as the Gulf States develop 
politically, establish competent military forces and cooperate 
collectively. Iran, with or without nuclear weapons, is seen 
as bent on the subversion of this system; its determination 
to ‘extend its influence’ throughout the broader Middle East 
is regarded as a ‘grave threat to regional security’,6 as is its 
desire to exclude non-regional states. Iranian–American 
rivalry in the Persian Gulf, and beyond, is thus about two competing con-
ceptions of regional order. The rivalry has only intensified as the two states 
have interacted at closer quarters.

Iranian defence officials say that Iran faces no threat from a regional state, 
hence the probable challenge is from ‘an ultra-regional power like America’.7 
They argue that Washington is using the nuclear issue to limit Iran’s regional 
power, which it sees as already so impressive that ‘no country in the [Middle 
East] can stand against it’.8 Although this tends to frame the potential devel-
opment of an Iranian nuclear weapon as America’s problem, the impact of 
such a development would be primarily regional, making the issue of direct 
concern to the Arab states, though they are reluctant parties to negotiations.9 
Similarly, no technical fix on the nuclear question will be viable unless the 
question of Iran’s regional ambitions and role are addressed.10

Still, the idea that the Iranian–American rivalry – seen in its broadest 
sense as a battle between ‘radical Islam’ and the Western world – is at the 
core of Middle East politics is now widespread. The Palestinian issue, for 
example, has been reframed to focus on the threat from Hamas: said former 
Israeli Prime Minister Benjamin Netanyahu, ‘any area we withdraw from 
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will be taken over by Iran and its proxies’.11 The 2006 war in Lebanon is seen 
by some as a war between Iran and Israel and others as a war between Iran 
and the United States.12 There are those who argue the Annapolis confer-
ence in 2007 was motivated by Iran and the need to confront it.13 Certainly, 
the enlarged US presence in the Middle East and the opportunities afforded 
by a changed regional context have allowed Iran to confront Washington 
and its allies on much wider canvas than before.

A permissive regional context
The Middle East has changed over the years in part because of some long-
standing trends. Among these is the shift of the region’s centre of gravity 
from the Levant to the Persian Gulf.14 This has underscored divisions 
between the rich and poor members of the Arab world. Parallel to this has 
been the disappearance of Egypt as an Arab leader.15 This has created a lead-
ership vacuum, which accounts for the proliferation of regional initiatives 
in 2008 by other players. For example, Qatar has launched an initiative to 
address problems in Lebanon, Turkey in Syria, Egypt in Gaza, and Saudi 
Arabia in Afghanistan.

But American policies – and non-policies – have had the greatest effect 
on the regional landscape. US misjudgement and incompetence, exempli-
fied by the country’s entanglement and overextension in Iraq, is generally 
acknowledged. The effects on America’s moral standing and credibility 
as a leader and ally have been devestating. Those elites in the region who 
believed in the United States have been discredited. Other policies, such as 
the failed ‘freedom agenda’ and the war in Lebanon, have fared little better. 
Neglect of the Palestine issue has allowed the ‘two-state solution’ to slip 
away as a realistic alternative for Israeli and Palestinians alike,16 which has 
in turn fed extremism, rage and anti-Americanism.17 The growing strength 
and appeal of the rejectionist front led by Iran is directly attributable to US 
policies.18 Meanwhile, by shattering the Iraqi state, the United States elim-
inated Iraq as an effective regional buffer vis-à-vis Iran, whose influence 
over its neighbour immediately increased.19 It meant that the old triangu-
lar system, in which the three large Gulf powers of Iran, Saudi Arabia and 
Iraq balanced one another, was replaced by a bipolar structure pitting Iran 



Iran’s Power in Context  |  169   

and Saudi Arabia directly against each other.20 Moreover, by empowering 
Iraqi Shi’ites, the US occupation emboldened this traditionally suppressed 
community in the Gulf, a sensitive security issue for Saudi Arabia and even 
more so for Bahrain.21 (This is not to say, however, that the Saudis see Iran 
primarily as a Shia threat – on the contrary, Iran is mostly seen as a rival for 
political power in the region.)

Questions about US judgement and reliability accelerated tendencies 
among the Gulf Co-operation Council (GCC) states to diversify their foreign 
policies and pursue relationships with other states.22 It also weakened any 
impulse to follow Washington’s lead, which explains why most Arab states 
have played a spectator role in Iraq, refusing to open embassies or forgive 
debts contracted under Saddam Hussein. This has effectively given Iran a 
free hand in Iraq.23 If any Gulf state had been disinclined to confront Iran 
before the US invasion of Iraq, they were all the more diffident afterwards. 
Arguments for not confronting Tehran, such as a natural wish to accommo-
date a powerful state, appeared more convincing in the wake of questions 
about the reliability and judgement of the United States. Given their prox-
imity to Iran, the GCC states had little desire to join any polarising coalition 
pitting Arab versus Persian.24 Divisions within the Arab world also encour-
aged a cautious approach; while some states, such as Qatar, Oman and 
Dubai, enjoyed good relations with Iran, Saudi Arabia, Kuwait, Bahrain and 
Abu Dhabi sensed a security threat.25 Finally, intimations that the United 
States might be willing to engage Iran diplomatically, as suggested by the 
Iraq Study Group report of 2006 (the Baker–Hamilton report) and the US 
National Intelligence Estimate (NIE) of November 2007, underscored sus-
picions among Arab countries of a possible US–Iran ‘grand bargain’ at 
their expense, encouraging them to take out further insurance against this 
eventuality.26

Indeed, the poorly worded 2007 NIE was the diplomatic equivalent of an 
‘own goal’: it succeeded in undermining the emerging consensus on stronger 
measures against Tehran and virtually eliminated the military option as a 
diplomatic instrument. It may have emboldened Iran.27 Certainly it under-
mined domestic critics of the regime’s nuclear policies. US failures such as 
these have provided openings for Iranian diplomacy.28
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None of this is to suggest that the Arab world is indifferent to the threat 
posed by a resurgent Iran seeking a nuclear capability. While governments 
may be reluctant to antagonise Iran – in some cases, their own populations 
exult in Iranian rejectionism – they have let their opinions be known indi-
rectly. Arab newspaper editor Abd Al-Bari Atwan has suggested that Iran 
has benefited from the ‘disastrous mistakes’ of others without ‘having to fire 
a bullet’.29 Arab journalist Abd al Rahman Al- Rashid noted that Iran’s mis-
siles had a longer range than necessary if intended for Israel and concluded 
they must be intended ‘to obtain special privileges’.30 A third journalist, 
Tarik Al-Humayd, questioned whether Iranian support for Hamas and 
Hizbullah, and their designation as ‘freedom armies’, amounted to the 
‘hijacking [of] Arab causes to serve Iran’s interests’.31 Said writer Jameel 
Theyabi, ‘Hezbollah is the solid arm of the Iranian regime in the region, 
while Hamas is about to become the second Iranian arm … Syria too is 
working under the umbrella of Iran.’32 

Iranian diplomacy in action
Many Iranians believe that their country has turned a corner and reached 
a new stage internationally. Commentators point to ‘the gradual transfer 
of power and influence from America’s camp to Iran’s camp’ and see the 
spread of Islamism in the region going hand-in-hand with ‘the inclination of 
regional states to gravitate towards Iran’.33 Hossein Shariatmadari, editor-
in-chief of the Iranian newspaper Keyhan and a confidant of Iran’s Supreme 
Leader Sayyid Ali Khamenei, has described the Middle East as a platform 
to demonstrate US ‘failures and disappointments’.34 Others have called for 
Iran to challenge the United States for leadership of the region through a 
‘proactive and aggressive foreign policy’.35 The necessary condition for Iran’s 
‘advancement’ and greater freedom of action, in Ali Larijani’s words, is the 
collapse of the America’s ‘exclusive hegemony while suffer[ing] a defeat’.36

A sense of growing power, new to Islamic Iran, has led to a certain brag-
gadocio and recklessness and a coarsening of language that in fact does little 
to advance Iran’s interests.37 In what has been called the ‘Palestinisation’ 
of Iran’s foreign policy,38 Iran has insisted that Israel has no right to exist; 
that only one solution can work in Palestine, namely the one-state solution, 
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whatever the Palestinians might decide; that the Holocaust is a myth; and 
that Iran’s ‘international mission’ is to limit Israel’s power.39 In brief, Iranian 
President Mahmoud Ahmadinejad has made ‘anti-Israeli rhetoric the defin-
ing characteristic of his presidency’.40 Khamenei has blessed all of this, 
arguing that Iran has a duty to stand up to US bullying and ‘the iniquities 
of the Zionist regime’.41 Khamenei’s international-affairs adviser, Ali Akbar 
Velayati, amplifies this thinking: ‘to support Palestine is to support Iran 
… To support Lebanon is to support Iran … To support Iraq is to support 
Iran.’42

Iranian officials, believing that ‘regional and global developments have 
created new situations in Iran’s favour’,43 have made tireless efforts to cash 
in by spreading the message that the United States is ‘hated in the region’.44 
But Iran’s greater involvement in Middle Eastern affairs has not been merely 
opportunistic but also motivated by defence considerations. Though eager 
to spread its model, Iran was also impelled to extend its influence further 
afield by its sense of encirclement and the need to engage the 
enemy in ‘forward defense, so as to avoid fighting on its borders. 
Palestine, in this view, is not a matter of solidarity but strategy: it 
is now a bulwark – a frontline – in Iran’s defense’.45

Thus, in recent years Iran has increased its support of the 
Palestinian resistance. It has been helped in this project by two 
factors: firstly, the absence of any substantive peace process; and 
secondly, the fading prospects of a two-state solution.46 This has meant that 
Iran has effectively filled a vacuum. What used to be provocative support 
for a ‘one-state solution’ now appears less extreme. When there is no peace 
process to oppose, looking at alternatives appears more reasonable. 

The controversial enhanced US military presence in the region and 
Washington’s extraordinary neglect of the Palestinian issue have provided 
fertile ground for Iran to pose as Palestine’s protector and to generalise its 
conflict with the United States. The anger and frustration of many Arabs 
and Palestinians at the blatant disregard for their concerns have made some 
susceptible to extremist solutions. Iran’s willingness to activate the rejec-
tionist front, and to stand up to America, thus has regional resonance, which 
it would not have had in a different context or with different US policies.

Iran has 
filled a 

vacuum



172  |  Shahram Chubin

Related to this is Iran’s vaunted ‘Hizbullah model’ of resistance, which 
allegedly accounted for the success of that militia in holding off the pow-
erful Israeli forces for 33 days in 2006. Ali Larijani, now speaker of Iran’s 
parliament, has argued that the 2006 war punctured the myth of Israel’s 
invincibility and demonstrated Iran’s success in converting the Arab states 
to Iran’s view. Said General Yahya Rahim Safavi, military adviser to the 
Supreme Leader, ‘The combat model of the Palestinians has changed from 
a focus on Arab ethnical issues to an Islamic struggle under the banner of 
the Koran and Islamic slogans’.47 Larijani claimed the Israeli defeat was 
‘an outcome of the Iranian Islamic revolution’. Ezatollah Ghafarizadeh, a 
senior Iranian military officer, claimed that Iran’s own resistance was the 
model for Hizbullah’s success by showing it was possible to defeat Israel. 
For Ahmadinejad the lesson was clear: ‘resistance is the only way to defeat 
Israelis and their masters’.48 

Iran’s belief that negotiations will lead nowhere without ‘resistance’ 
has fuelled its support not just for Hizbullah but also, more recently, for 
Hamas.49 Hamas accepts this reasoning: said a Hamas spokesman, ‘what 
we learned from Hezbollah is that resistance is a choice that can work’.50 If 
Hizbullah can eject Israel from Lebanon in 2000 and fight it to a standstill in 
2006, there may be lessons for other resistance forces. And if Iran can claim 
to be the tutor of the Shia organisation Hizbullah, what better way to bridge 
the sectarian gap than to cross over to sponsorship of a Sunni resistance 
force like Hamas, especially when it has become a political party on a par 
with Fatah? 

Iran’s activism is not without its regional critics, however. Egypt’s Foreign 
Minister Ahmed abu al-Gheit depicted Iran as ‘on a surge’, playing many 
cards in Iran’s but not in the Arab world’s interest: ‘What we see in Lebanon 
[are] gains by an Islamic party by which I mean Iran’.51 The head of Egypt’s 
Foreign Committee was more blunt: ‘We will not allow Iran to export the 
Islamic revolution to Egypt’, he said, adding that Egypt would not tolerate 
the presence of an ‘Iranian Islamic Emirate in Gaza’.52

Iran’s only steadfast Arab ally since the revolution has been Syria. 
Originally, a shared antipathy to Saddam’s Iraq was the cement holding 
this odd couple together, but a shared sense of being threatened by the 
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United States has caused the countries to become closer than at any time 
since the late 1980s.53 Iran supplies arms to Hizbullah with Syrian assent, 
and the Syrian regime regards the ‘Tehran–Damascus–Hezbollah axis’ as the 
only thing keeping the United States and Israel from dominating the entire 
Middle East.54 Neither state wants to see Iraq emerge as a US ally or base; 
both would prefer to see the United States exit humiliated and bloodied 
from their neighbour.

Indeed, since the demise of Saddam Hussein, Iran has largely seen Iraq 
‘through the lens of its conflict with the United States’.55 The prime consid-
eration for Iran is to prevent the emergence of an Iraqi threat. Tehran aims 
to do this by influencing the shape and orientation of a future Iraq, not by 
exerting territorial control.56 Iran’s foremost concern is the continuing US 
military presence, as Khamenei emphasised to Iraqi Prime Minister Nuri 
al-Maliki in mid 2008.57 A permanent presence would mean ‘control and 
domination’, and former Iranian President Hashemi Rafsanjani pointedly 
warned that ‘if the US remains in Iraq, there will be no security in Iraq or 
the region’.58 

Iran’s current concern is to ensure that any Status of Forces Agreement 
does not allow major US bases in Iraq and that any agreement specifically 
prohibits the use of Iraqi territory from attacks on neighbouring coun-
tries.59 The December 2008 agreement between Iraq and the United States 
leaves Iran relatively reassured in this respect. Tehran expects under these 
circumstances to be able to influence the future course of Iraqi politics at 
least enough to assure its own security interests. However, its activism in 
Iraq and support for various Shia as well as other groupings has not gone 
unnoticed. The political empowerment of the Shia Muslims in Iraq and the 
example this poses for other similarly oppressed Shi’ites in the Gulf States 
(notably Bahrain) has increased suspicions about Iran’s intentions amongst 
the country’s Arab neighbours.60

Iran has shown insensitivity in other dealings with its Persian Gulf 
neighbours, further complicating an already fragile environment. Putting 
aside the suspicions engendered by the gaps between Sunni and Shia, Arabs 
and Persians and smaller Arab states and their larger neighbour, Iran’s pre-
tensions to Muslim leadership were bound to create strains. During Iran’s 
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attempts to ‘export the revolution’ in the 1980s, most directly to Bahrain and 
Kuwait, the Arab states combined to side with Iraq and oppose Iran.61 The 
Gulf Co-operation Council was formed in 1981 with Saudi encouragement, 
and since then the GCC states have been wary of Iran, adopting different 
postures and mixes of deterrence and accommodation. All of these states to 
varying degrees look to the West, and primarily the United States, to offset 
and balance their powerful neighbour. None is interested in confronting 
Iran or otherwise provoking it, but equally, none is interested in supporting 
Iran’s pet project: the expulsion of the United States from the Gulf and the 
substitution of a regional security arrangement through defence coopera-
tion with Iran.62

Indicative of Iran’s obsession with its own revolutionary principles 
is an obliviousness to others states’ concerns and the impact of its utter-
ances on those states’ receptivity to Iranian initiatives. This is reflected 
in a tendency periodically to show a disregard for its neighbours which 
borders on contempt. For instance, in July 2007 Shariatmadari resurrected 
Iranian territorial claims to Bahrain. A year later, Deputy Foreign Minister 
Manouchehr Mohammadi suggested that ‘the next crisis [for the Persian 
Gulf] is the legitimacy crisis of monarchical and traditional regimes. 
Considering today’s conditions these systems cannot survive.’63 Iran has 
made efforts to appeal to the Arab street over the heads of their govern-
ments: Khamenei has observed that there is an ‘unfortunate’ gap between 
the sentiments of the populace and the policies of their governments, 
saying ‘they don’t have the same voice as their nations’.64 Shariatmadari 
has called for attacks on Israel, including its citizens worldwide, threaten-
ing that if Arab governments resisted they should be toppled.65 Playing the 
‘Arab street’ card may not be directly threatening to Iran’s neighbours, but 
it puts them on notice about their potential vulnerability to Iranian propa-
ganda.66 At the same time, a decision to expand Iran’s presence on the 
island of Abu Musa, long disputed with Abu Dhabi, managed to unite the 
otherwise fractious Arabs against this ‘illegitimate action on an indivisible 
part of the UAE’.67 The Gulf states might be forgiven, in light of all this, for 
assuming that the Iranian offer of a defence pact resembles a Chicago-style 
protection racket.
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A hardline president
Security policy in Iran is the product of a ‘consensus’ formed in the Supreme 
National Security Council. Though presided over by the president, in reality 
the final decisions are made by the Supreme Leader. In his willingness to 
do anything to preserve his position, Khamenei is decidedly pragmatic, 
but by inclination and preference he is a hardliner, comfortable with pure 
revolutionary ideologues like Ahmadinejad. Ahmadinejad represents a new 
generation of leader, forged in the war with Iraq and dedicated to the revo-
lution’s ideals (promoting the Islamic model, seeking social justice, fighting 
oppression), which they see as having been betrayed by the previous presi-
dent, Mohammad Khatami, who pursued a policy of fence-mending and 
détente toward Iran’s Persian Gulf neighbours and Europe. 

Ahmadinejad is a passionate ideologue and populist demagogue who 
has enlisted a new, poor, rural constituency and helped revive the flagging 
revolutionary spirit. He also has a special constituency, the Revolutionary 
Guard, whom he has rewarded accordingly.68 He respects and defers to 
the Supreme Leader, who finds his firebrand style convenient to sideline 
the reformists, who threatened to make his post obsolete. Khamenei has 
endorsed Ahmadinejad’s confrontational style, to the point where the 
Supreme Leader – uncharacteristically – is identified with it, and thus with 
a particular faction within the Iranian government.69 With 
the perception that the United States is ‘on the run’ there 
is little incentive for him to depart from his own prefer-
ences and rein in his favourite president.

In Ahmadinejad’s narrative of embattlement, the whole 
world has ‘ganged up’ on Iran, which valiantly stands for 
principle and moral values.70 This ‘Cuban option’ has its 
uses, excusing failures and disappointments by reference 
to the actions, such as international sanctions, of others.71 
Ahmadinejad uses confrontation to enhance his domes-
tic standing.72 By tapping into Iranian national pride and nationalism he 
has tried to energise support for the regime and the revolution. And by 
depicting his predecessors as faint-hearted, willing to sell out the revolu-
tion’s aspirations and principles, he has cornered the market on an activist, 
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offensive foreign policy. In this he has the support of Khamenei: Iran, says 
Khamenei, has ‘an offensive stance (Tahajomi) … If ever we can deliver a 
political blow to America or Israel, we will surely do so.’73 This ‘dynamic 
foreign policy’, according to Khamenei, is more in line with ‘revolutionary 
concepts’ than the mistaken ‘passive policy’ of the previous government 
and of Ahmadinejad’s contemporary critics: ‘Some want to undermine the 
revolution by using the pretext of rationality, moderation and refraining 
from turmoil. This cannot be done ... It could be that they are tired them-
selves but attribute it to the people.’74

Ahmadinejad’s confrontational policies have been congenial to the 
leadership and so far relatively free of cost. By mobilising the masses and 
appealing to the Arab street, the president has given the Supreme Leader 
wider recognition and popularity in the Arab world and reinvigorated 
his revolutionary core of supporters within Iran.75 By marginalising the 
reformists and discrediting their passive, reactive policies as little more 
than subservience, Khamenei has made criticism of Ahmadinejad’s poli-
cies more difficult. US mistakes and failures, including the ill-advised NIE, 
have also made it harder for critics to demonstrate the risks and costs of 
Ahmadinejad’s policies. But this could change: a major setback in the region 
that marginalised Iran or caused a united Arab front to emerge; a break-
through agreement by Hamas in Palestine or Hizbullah in Lebanon; or a 
clash with the United States could ignite controversy and intensified debate 
in Iran about the wisdom of the prevailing course.

Oil: a two-edged sword
Iran’s regional activism and support of the Hamas and Hizbullah ‘resist-
ance’ movements have been aided by the oil windfall of recent years. But as 
the term ‘oil curse’ suggests, a fall in the price of oil can succeed its rise with 
dizzying rapidity, and can do so after recipients of oil rents have become 
addicted or at least habituated to them. Iran has additional problems: it has 
a record of economic mismanagement and is under international sanctions. 
The recent decline in oil prices threatens to have a major impact on Iran’s 
economy and ability to continue as paymaster of the ‘resistance’, and on 
Ahmadinejad’s political fortunes.
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According to the Central Bank of Iran, oil generates 80% of foreign 
earnings and 60% of government revenues, or roughly 30% of GDP in a 
given year, although this varies according to oil prices.76 Whatever the exact 
statistics, it enough to note that in the first half of 2008 Iran received $54 
billion in oil revenues, which is double what Iran was earning per year 
during the Khatami era.77 When oil prices were high, Iran had plenty of 
cash to spread around as it pursued its more offensive foreign policy. Exact 
figures are elusive, not least because cash payments were complemented 
by arms, training and contributions to social or charitable activities, but it 
is clear that Iran has gone beyond the usually cited $100 million per year 
payment to Hizbullah in recent years. For example, in 2006, in addition to its 
usual contribution, Iran re-supplied Hizbullah with arms consumed in that 
summer’s war with Israel.78 Iran also paid $10,000, via Hizbullah, to every 
Lebanese citizen whose house had been destroyed in the war. One source 
puts Iran’s total disbursement to Hizbullah in 2006 at $1.2bn.79 In addition, 
Ahmadinejad made commitments to Islamic Jihad and Hamas, and the Iraqi 
militias Jaish al-Mahdi, the Badr Brigade and other Sunni equivalents. In 
July 2005 Iran offered the Iraqi government $1bn in aid.80

It is impossible to put an accurate price tag on the annual costs of all 
these commitments. It is clear, however, that these investments in expand-
ing Iran’s regional influence have grown with the oil windfall and will 
contract with the oil-price slide. The gap between $147 oil in the first 
half of 2008 and $50 in the last half is bound to curtail Iran’s capabili-
ties, if not its ambitions.81 Indeed, falling oil prices will almost certainly 
have painful domestic consequences as well. The boom in oil revenues 
increased dependence on the commodity, postponed necessary reforms 
and cushioned Iran from the effects of international sanctions.82 Economic 
mismanagement, which has fuelled inflation and popular expectations, 
will be exposed for what it is with sharply diminished revenues and the 
pessimism engendered by a global recession that is likely to last several 
years.83 

If oil prices continue to slide, Iran will soon face some unattractive choices. 
The government has already raided the oil stabilisation fund. According 
to some sources, over the last three years Iran’s foreign-currency reserves 
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have been regularly siphoned off to current expenditures, leaving Iran with  
anticipated reserves of less than $10bn by the end of 2008.84 This implies a 
growing budgetary deficit, which according to the International Monetary 

Fund is unsustainable if oil prices remain in their 
current range under $75, as Iran has ‘limited access 
to international financial markets due to sanctions’.85 
Given its shortfall in revenues, if the government is 
unwilling to cut back on expenses it will be faced with 
a choice between printing money (an inflationary strat-
egy) or seeking to add to revenues by raising taxes or 
reducing subsidies. Its attempt to impose a relatively 
modest sales tax of 3% this year brought the bazaar 
out on strike and was quickly reversed.86 Cutting sub-

sidies will be no more attractive for a populist president. If, as seems likely, 
demand for oil remains limited, reflecting the sluggish global economy, Iran 
cannot count on an increase in oil revenues in the near term. It is an ugly 
reminder to Iran of its limitations as a producer: having no spare capacity, 
it cannot look forward to benefiting from increased production, whether 
prices rise again or not. 

Mismanagement and the slowdown will make Iran’s economy more 
vulnerable to sanctions, which have already begun to bite in the finan-
cial sector. UN Security Council sanctions leave Iran in a poor position to 
seek access to international credit. Sanctions have already crimped Iran’s 
trade with the United Arab Emirates, principally Dubai.87 Further, the 
country has been unable to invest in the maintenance and upgrading of 
its oil infrastructure and has difficulty maintaining its current production 
rate of nearly 4m b/d. With inadequate refining capacity for its domestic 
needs Iran would be very vulnerable to sanctions that targeted its imports 
of petroleum products, especially gasoline.88 Unfortunately for Tehran, the 
prospect of more sanctions is increased by the election of US President 
Barack Obama. The new president will come with none of the baggage 
of his predecessor and a greater willingness to engage in diplomacy, but 
with no greater tolerance for Iran’s spoiler policies in the region or its 
nuclear ambitions. 

Iran cannot 
count on an 
increase in oil 
revenues in the 
near term
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Iran will not collapse because of decreased revenues; it survived a similar 
situation in the 1980s and will, no doubt, try to make a virtue out of neces-
sity by appealing to the revolutionary spirit while blaming sanctions and 
foreign enemies for any difficulties. It is likely, however, that Ahmadinejad’s 
policies of confronting the international community, supporting resistance 
forces, throwing money at problems against specialist advice and making 
populist promises of improved living standards will face increased domes-
tic criticism. The opportunity costs of funding insurgents and militias may 
become more controversial.89 After all, by all accounts the Iranian street is 
no fan of these policies. Some believe that economic constraints will hamper 
Iran’s regional ambitions.90 Ahmadinejad’s economic and political model 
may be discredited, especially if a new round of meaningful sanctions is 
imposed in the first half of 2009. At the very least, economic constraints 
should encourage a domestic debate about what kind of regional role Iran 
should play, and at what cost. 

Constraints and limits to Iranian power 
Iran has a great past and potentially a great future, but has been stuck in 
a revolutionary rut for three decades. As a result, it has exerted itself only 
to counter perceived threats to its revolutionary identity and to promote 
its mission abroad. Tehran has become habituated to seeing threats every-
where: in the West’s presence in the Middle East; in the existence of Israel 
(surely a discretionary foe?); and in the forces of secularism, materialism 
and globalisation (‘cultural threats’), to name a few. Meanwhile, the real 
threat to the country’s security – instability in Iraq and Afghanistan – has 
been treated as a battleground in the fight against the United States. An 
embattlement mindset suits the ideologues of the regime who benefit from 
the country’s beleaguered status and prevent it from becoming a normal, 
independent and respected state. Their emphasis on Iran’s rights is not 
matched by discussion of its responsibilities; their insistence on a narrative 
of victimhood is not balanced by respect for others’ concerns. 

Iran is not a marginal state like Libya or Syria, but neither is it a great 
power. It has few friends and fewer allies. By alienating the United States 
and Europe, Iran has increased its dependence on Russia for diplomatic 
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support, nuclear and other technology and conventional arms. It has thus 
compromised its vaunted ‘independence’, inhibiting the pursuit of its inter-

ests in the Caspian and Caucasus. Iran has neither hard 
nor soft power. It has leveraged US mistakes in the last 
few years as its principal source of influence in the region. 
Playing on regional frustrations and anger, Iran has posi-
tioned itself as a spoiler and given rejectionism a new fillip 
in the Arab street. But these are limited and wasting assets, 
dependent on continued US errors and the failure of peace-
ful alternatives for Palestine. Iran can offer a rejectionist 
‘war option’ but not a solution; for that the Arabs must 
turn to others. Iran’s conventional military capabilities, 

especially its power-projection capabilities, are limited, even with respect 
to, or in comparison with, its immediate neighbours.91 

Iran’s economic model is a clear failure in comparison to that of its 
smaller southern neighbours, whence large numbers of Iranian entrepre-
neurs have fled. Unable to diversify its economy or invest in its energy 
infrastructure, Iran is storing up trouble for itself. With oil prices sliding 
Tehran has to rely on Saudi Arabia for cuts in production to protect it 
against further price deterioration and associated political repercussions.92 
The damaging effects of corruption, subsidies, a bloated government and 
the operations of bonyads (unaccountable ‘foundations’ that dominate the 
non-petroleum sectors) have caused the country to haemorrhage talent 
abroad.

Iran’s political model has few if any takers, as even Iraq is demonstrating. 
A revolutionary government presides over a post-revolutionary society; the 
gap between state and society has widened. Iranian people – though not the 
government – may be said to have found the ‘middle ground between qui-
etism and martyrology’.93 Nationalism alongside Islam is a part of a proud 
Iranian identity, but there is little appetite, or precedent, for regional domi-
nation or even leadership. 

Iran’s regional influence has come from a convergence of several factors: 
US mistakes and vulnerability, regional anger and the appearance of an 
ideological government in Tehran with access to unprecedented resources. 

Iran’s 
conventional 
military 
capabilities 
are limited
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None of these are permanent. Iran’s resources have already shrunk, the con-
servative government is being discredited and the United States is in the 
process of rehabilitation. The structural constraints on Iran have become 
more evident. The Arab Sunni states, though divided and ambivalent, are 
all concerned by Iran’s forward policy and nuclear ambitions. None of them 
wishes to exchange the United States for Iran as a security manager of the 
region. The limits to Iranian influence are also clear. Hizbullah, as a militia, 
may be dependent on Iran for arms and training but is also a Lebanese polit-
ical party. It is thus a partner rather than client. The same applies to Iran’s 
relations with Syria, its sole Arab friend. In troubled times this relationship 
appears solid, but with a more flexible attitude on the part of Israel and the 
United States, Syria may drift away from Tehran’s embrace.

In Iraq, Tehran has considerable influence. This is normal given the number 
and complexity of ties between the two neighbours. But even here, too much 
Iranian interference or overreaching risks a backlash. Favouring a particular 
militia in Iraq risks alienating others and creating blowback, for once they 
become strong, militias cannot easily be controlled. Even the vaunted region-
wide ascendancy of the Shi’ites, which appears to favour Iran, in fact reveals 
the constraints on any putative leadership role for Tehran. Sectarian polari-
sation, whether in Iraq or throughout the wider region, would limit Iran to 
(at most) a sectarian constituency – a minority in the region – and constitute 
a setback to Iran’s Arab street strategy designed to transcend the sectarian 
divide. Moreover, any emphasis on sectarian issues would range the Arab 
states defensively against Iran and bury any Iranian regional project in the 
Persian Gulf. Iran’s perceived arrogance and attitude of ‘blatant superior-
ity’, which treats the Arab states as ‘hostages’, is widely felt and resented, 
hampering any Iranian leadership potential.94 In short, Iran remains a limited 
threat. Hyping Iran’s power and importance encourages its parasitical policy 
of feeding on disorder and understates its vulnerabilities.95

The arrival of a new American president at last permits a policy that puts 
Iran into proper perspective. Too often in recent years the US discussion of 
Iran has in fact has been a debate about America itself, filled with partisan 
rancour and cant. Now it is time to see Iran for what it is: a political threat 
and regional nuisance with many weak points, which can be played on. 
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