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In his Empire of the Mind: A History of Iran, Michael Axworthy argues that unlike the
empires of Chingiz Khan or Attila, which influenced the world by the blade of the sword,
2
Iran has influenced the world more by the spear of its ideas and ideals. Axworthy begins
his book by saying that “Iran is one of the world’s oldest civilizations, and has been
among the world’s most thoughtful and complex civilizations from the very beginning.
There are aspects of Iranian civilization that, in one way or the other, have touched
almost every human being on the planet. There are religions, influences, intellectual
movements, and ideas that have changed things within Iran, but also outside Iran and
around the world.”
The empires of history rose largely on the power of their military and their ability to
wage and win wars, and they fell when they lost their military superiority and were
conquered. But in recent times, and indeed in nearly every conflict since WWII, the
limits to military power have become strikingly evident. Countries such as Singapore,
Germany, or Japan have propelled themselves to become leading powers even without
armies, or with limitations on the size of their armies. Today, countries can influence the
international agenda through soft power, and more importantly through the creative
power of their citizens.
This paper argues that Iran today has a unique, time-sensitive opportunity to become
one of the world’s leading countries by the sheer capacity of its human capital, which
is undoubtedly a more renewable resource than its oil and gas reserves. And, by taking
advantage of its unique internal potential, Iran is also well placed to become a positive
transformative influence for its neighbouring countries, becoming the growth pole that
Western Asia never had and thus propelling this sub-region to become an important
global player.
To support this proposition, I first examine Iran’s population structure as a source of
economic potential and growth. A large body of literature reports recent evidence that
sheds new light on the important nexus between economic growth and demographics. It
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stresses that the economic growth potential of any country depends largely on the size
of its economically active population in relation to the rest of the population. Buvinic, et
3
al. (2009) identify the following four demographic/growth scenarios:

FIGURE 1: ESTIMATED DISTRIBUTIONS BY AGE AND SEX,
DIFFERENT DEMOGRAPHIC SETTINGS
Source: Buvinic et al.(2009), figures above based on UN population data.

In “demographic explosion”(Section A of Figure 1), the combination of high fertility
and declining child mortality results in a disproportionately large youth cohort.
Rapid population growth strains resources at both the societal and household level,
A demographic explosion raises a population’s overall dependency ratio, reduces per
capita income, and requires that a high proportion of resources be used to cover the
costs of basic services such as education, health, and basic infrastructure. Families, too,
have difficulty saving and investing in these conditions. As such, it is more difficult to
transform the poor into middle class. Many developing countries find themselves at this
stage.
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A “demographic window of opportunity” is achieved by reducing the fertility rate so
that people of working age constitute the largest share of the population. The cost of
caring for the relatively small segments of society that are either very young or very old
is a manageable burden for the working age cohort. In such conditions families have the
potential to save, and to move out of poverty to the middle class. Similarly, governments
have the fiscal space to invest in more long-term growth-generating investments, rather
than spending largely to keep up with the growing demand for basic services. The private
sector, too, can benefit from families’ larger disposable income. This stage is a country’s
ideal stage for achieving fast economic growth.
A “demographic implosion” occurs when fertility rates decline markedly and life
expectancy rises with improved health. Disproportionate resources have to be spent on
caring for the elderly, burdening a small and shrinking working-age population. Most
4
advanced economies in one way or the other now have this population structure.
A “demographic hourglass” is the worst scenario and the reverse of the “demographic
window of opportunity”. It arises when the prime working population shrinks due to
premature adult mortality, caused by war or disease, for example. In this scenario a high
dependency ratio resulting from a relatively large number of both the elderly and youth
makes households more vulnerable to poverty, limits the propensity to save, and reduces
the potential for economic growth. While countries normally progress over time from
the first to the third scenario, this hourglass effect occurs if there is an unusual attrition
5
of the work force. The effect can be replicated if the work force is underutilised because
of racial, ethnic, or gender-based discrimination, with a corresponding depression of
economic growth, productivity, and performance.
What is Iran’s population structure? As Figure 1 shows, Iran today is enjoying a “window
6
of opportunity.” But given the country’s declining birth rate, this window will stay open
at most for 1-1.5 generations, and will close when Iran sees the greying of the baby
boomer generation of 1980-92. The time remaining to benefit from this gift is at most
20 to 30 years.
Cognisant of the declining future work force, the Iranian government recently
contemplated resuming the pro-population policies of the early 1980s, which nearly
doubled Iran’s population within a decade. Indeed, statements could be heard in official
media along the lines that Iran was large enough for 150 million people, or that two
children are not enough. They were accompanied by cuts in the budget for family
planning programs. The intent of the new discourse was to reverse the outcome of one
of the world’s most impressive and effective population control polices. Within a short
space of time, Iran had reduced its fertility rates from 6-7 children per childbearing-age
woman in the early 1990s to two children by the year 2000. Two equally impressive
outcomes of the policy were that the fertility rate declined as fast among less educated
and/or rural women as among educated women in urban areas. The other outcome was
that men sometimes accepted radical solutions such as sterilisation, a social stance quite
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FIGURE 2: IRAN’S POPULATION STRUCTURE BY AGE (2007)
Source: UN Online

unprecedented in developing countries, and particularly so in Muslim societies. An even
more commendable development was that clerics and theologians found convincing
evidence in religious texts that made it understandable and acceptable to the pious that
7
population control did not contradict their beliefs and conscience.
The government is justifiably concerned that the slowing growth of the population
may create headaches 20-30 years from now, when an aging population will require
considerable maintenance. In principle, one solution would be to maintain a sustainable
rate of population growth. But a major reason why the Iranian population has embraced
family planning over the past two decades is that families have realised that they can
no longer afford many children. Of Iran’s working age population, only a small share
is economically active, as shown by the areas with pale shading in Figure 3. Iran’s
dependency ratio, as defined by the number of non-workers
per worker, at 3.2 is the second highest among the world’s top 30 economies, putting
Iran second only to Saudi Arabia (see right-most column of Table 1). This level of
dependency is similar to those of countries experiencing a “demographic implosion” or a
“demographic hourglass.”
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FIGURE 3: IRAN—WORKING AGE POPULATION BY AGE GROUP
(2007)
Source: UN (Online) for population pyramid. 2010 Estimates. ILO (Online) for Laboour force participation estimates.
2009 Estimates.

A major reason for Iran’s high dependency ratio is that so few of the country’s women
are in the labour force. Iran’s female labour force participation rate, estimated at
8
around 19% , is among the lowest such rates in the world: among the 136 countries
9
ranked in the 2013 World Economic Forum’s Gender Gap Report , Iran ranks third from
the bottom. Since Iran ranks 89th in terms of the proportion of its population with
tertiary education, women’s poor participation rate clearly reflects not simply a lack of
capabilities but also a lack of opportunities. These stem from active discouragement,
disincentives, and barriers for women to work outside the home. Moreover, Iranians who
do participate in the labour force face high unemployment rates, at around 9.1% for men
10
and 16.8% for women in 2010.
Why are these features of the population and labour force so important for Iran’s future
and standing in the region and as a potential global leader?
Table 1 summarises the analysis of various criteria for ranking the top 30 economies in
the world. Based on pure GDP size (as measured by World Bank methodology) Iran ranks
22nd in the world, behind Turkey (18th) and Saudi Arabia (20th). Hence Iran is the third
largest economic power in the West Asia region. One could argue that Iran’s economic
potential is truncated by the sanctions in force, but Iran has never been able to rise
higher than 19 or 20, even when times were better. Notably, the nominal GDP of Turkey,
which is not an oil exporter, is more than 50% greater than Iran’s. This implies that Iran
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TABLE 1: INDEXING AND RANKING OF TOP 30 LEADING ECONOMIES
Source: Author’s calculations based on World Bank and UN sources, as well as the 2013 World Development Report on Jobs by the World Bank.

RANK

GDP

SIZE
(POPULATION
AND AREA)

TALENT POOL (WORKING
AGE POPULATION, AVG
YEARS OF SCHOOLING)

SHARE OF
UNDERUTLISED
TALENT POOL

PERCENTAGE OF
UNDERUTILISED
MALE LABOUR FORCE

PERCENTAGE OF
UNDERUTILISED
FEMALE LABOUR

DEPENDENCY
RATIO
Saudi Arabia

1

United States

China

China

Iran

Saudi Arabia

Iran

2

China

India

India

Turkey

Sweden

Saudi Arabia

Iran

3

Japan

United States

United States

India

South Africa

Turkey

Russia

4

Germany

Russia

Brazil

Italy

Poland

India

Turkey

5

France

Brazil

Indonesia

Indonesia

Italy

Indonesia

India

6

United Kingdom

Indonesia

Japan

Russia

Belgium

Mexico

South Africa

7

Brazil

Canada

Russia

Mexico

Turkey

Italy

Indonesia

8

Russia

Mexico

Mexico

Poland

France

South Korea

Mexico

9

Italy

Australia

Germany

South Korea

Russia

Venezuela

Italy

10

India

Iran

France

Argentina

South Korea

Argentina

Belgium

11

Canada

Argentina

South Korea

Belgium

China

Russia

Sweden

12

Australia

South Africa

Iran

South Africa

Iran

Japan

Venezuela

13

Spain

Saudi Arabia

United Kingdom

Venezuela

United States

Poland

Japan

14

Mexico

Turkey

Italy

France

Austria

Colombia

Argentina

15

South Korea

Colombia

Turkey

China

Norway

Belgium

France

16

Indonesia

Japan

Spain

Colombia

Spain

Brazil

Colombia

17

Turkey

France

Canada

Japan

Argentina

China

Poland

18

Netherlands

Germany

Poland

Spain

Canada

South Africa

South Korea
United States

19

Switzerland

Venezuela

South Africa

United States

United Kingdom

Spain

20

Saudi Arabia

Spain

Argentina

Brazil

India

France

Brazil

21

Sweden

Italy

Colombia

United Kingdom

Germany

United States

United Kingdom
Norway

22

Iran

United Kingdom

Australia

Austria

Australia

United Kingdom

23

Norway

Poland

Netherlands

Australia

Mexico

Austria

Spain

24

Poland

South Korea

Venezuela

Sweden

Indonesia

Australia

Australia

25

Belgium

Sweden

Belgium

Germany

Venezuela

German

Austria

26

Argentina

Norway

Sweden

Canada

Netherlands

Netherlands

Germany

27

Austria

Austria

Austria

Norway

Japan

Canada

China

28

South Korea

Netherlands

Switzerland

Netherlands

Colombia

Norway

Netherlands

29

Venezuela

Belgium

Norway

Switzerland

Brazil

Switzerland

Canada

30

Colombia

Switzerland

Saudi Arabia

Switzerland

Sweden

Switzerland

will not be able to achieve the rate and quality of economic growth that its citizens
expect by relying mainly on its oil and gas sectors.
We next explore what other factors might be critical for leadership among nations.
Two such factors are geographical size and population size. For instance, regardless of per
capita income, Egypt is seen as more important, with its 80 million people, than Kuwait
with its 3.5 million. Russia is seen as more important than Italy, even though their
nominal GDPs are about the same. A large land mass is not useful to a country if it lacks
transport corridors to link it to international commerce and trade. Bolivia and Ethiopia,
for example, have similar land sizes but very different accessibility.
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TABLE 2—RANKING OF LEADING COUNTRIES IN WEST ASIA
Index is based on a country’s relative importance on the basis of size and quality of its population, land mass,
accessibility through internal and international waterways. The “zeros” mean that the result is too small to be significant.

1

Iran

65.2

2

Turkey

46.8

3

Pakistan

37.6

4

Saudi Arabia

36.2

5

Kazakhstan

9.4

6

Iraq

3.3

7

Afghanistan

0.3

8

United Arab Emirate

0.2

9

Turkmenistan

0.1

10

Oman

0.1

11

Azerbaijan

0.1

12

Uzbekistan

0.0

13

Kuwait

0.0

14

Tajikistan

0.0

15

Kyrgyzstan

0.0

16

Qatar

0.0

17

Armenia

0.0

18

Bahrain

0.0

Building an index to capture a country’s combined potential based on population, land,
and waterways can provide a proxy for a country’s natural and human propensity for
economic leadership. According to this measure Iran ranks 10th, up from 22nd on the
basis of GDP alone (Table 1, column 2). In other words, even disregarding its oil and gas
resources, Iran has the physical attributes to be among the leading nations in the world.
Some may argue that using simple population size to construct the index is misleading.
A simple headcount may place a country high up in the rankings but, as mentioned
earlier, the structure of the population—the proportion of working age people in relation
to the rest—is a critical influence on a country’s economic growth. Further, the quality
of the working age population can vary from one country to another. A 30-year old with
a PhD in the Silicon Valley contributes differently to the US economy than a highlander
in Papua New Guinea contributes to the PNG economy. To reflect these concerns and
measure the talent pool, we change the population variable to include the average
years of schooling of men and women. In Iran, the average amount of schooling of the
11
working age population is 9.6 years for men and 7.5 years for women. On this basis, the
sheer size of Iran’s talent pool (as measured by the number of working age people and
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their average number of years of schooling) places the country 12th among the top 30
economies in the world, ahead of the UK, Italy, Turkey, and Saudi Arabia (Table 1, column
3). As such, Iran clearly has a large enough talent pool to power a leading economy.
Next we look at how intensely Iran uses its sizeable talent pool. We take the ratio of
the non- participating working-age population to the total working-age population as a
proxy for talent underutilisation. (The “utilised” talent pool includes all of those working
or looking for work.) Among the 30 leading economies Iran ranks first in having the
largest wasted talent pool (Table 1, column 4).
When we distinguish between males and females in the wasted talent pool, we see that
Iran ranks 12th in the underutilisation of its male labour force but first in terms of its
female labour force (Table 1, columns 5 and 6). On this measure even Turkey and Saudi
Arabia do slightly better than Iran. In other words, Iran tops the list in wasting a large
part of its skilled female labour force. This is consistent with the figures we saw earlier in
this paper.
Hence, regardless of the potential of its oil and gas resources, Iran has the capacity to
move up from its current rank as the world’s 22nd largest economy thanks to its pool of
talent. By making fuller use of its educated population, Iran could propel itself to become
one of the world’s leading economies. To do so, it would need to put in place policies and
practices that make better use of this talent pool, particularly its female talent pool.
Why is the better performance of Iran’s economy and talent pool important not only for
Iran but also for its neighbours?

MAP 1— IRAN AND WEST ASIA
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An ample amount of literature describes East Asia’s economic rise to power. In East Asia, various
12
economic poles created a neighbourhood effect for growth for the whole sub-region.
There are no obvious such examples for West Asia. But the emergence of a growth pole
in West Asia would undoubtedly stimulate the economies of a range of neighbouring
countries. Iran may be able to play this role equally if not better than its neighbours,
given its geographic position, its natural and human resources and its accessibility to
major global trade routes. By the latter part of this century, two out of three people on
earth are projected to live in Asia. From an index based on the size of the economy, land
mass, waterways, and, above all, potential talent pool, Iran together with Turkey and
Pakistan emerge as the growth axis for West Asia (Table 2).
Iran’s proximity to the large markets (Map1) of these two neighbours offers further
opportunities. And Iran together with its surrounding countries, including the GCC
countries and Turkey, constitute a sub-region with a land mass and population size that
places it between Brazil and the US (the world’s fourth and fifth-ranked economies), with
a current combined GDP similar to that of the UK (the world’s sixth largest economy).
The extensive historic and cultural affinities between Iran and its neighbours could
encourage closer longer-term economic ties, and possibly even a common market.

Conclusions and policy implications

Iranian President Rouhani recently said: “The West wrongly assumes that Iran seeks
military control of the region, [but] the country’s preeminent position in the region
13
today is due to its superior discourse.” This is exactly in line with Michael Axworthy’s
argument that Iran was an effective thought leader in the past. Could Iran live up to its
past legacy as it moves into the 21st century?
The answer to this question depends not only on how Iran negotiates its nuclear issue,
manages its economy, negotiates sanction relief, or expands its oil and gas exports, but
on how it manages its talent pool and the creativity of all its citizens, whose capabilities
remain largely underutilised because of social and cultural barriers of one type or another.
Within this framework, the more Iran can benefit from the capacities of all its citizens,
the more influence it can exercise in the broader regional context as a leading economy
and growth pole for its neighbouring countries. Iran enjoys a unique demographic
window of opportunity, but this window will be open for only 30-35 years until the
current working age cohort of post-revolution baby-boomers reaches retirement age.
This is an opportunity that should not be missed, as it is Iran’s most valuable resource.
For Iran to realise the potential of this demographic gift, two sets of policies are critical.
The first set deals with improving the knowledge economy by ensuring better access to
the Internet and innovation policies to spur creativity and improve productivity. Gone
are the days when students could obtain their lifelong skills in schools and universities.
For companies to survive they need to stay abreast of the market and observe producer
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and consumer behaviour in real time. To create robust non-oil manufacturing and
service sectors and build a strong knowledge economy, Iran needs not only strong
physical infrastructure but also ample content in terms of information and ideas and
connectedness to the world. Regarding the Internet, slow connectivity and multiple
layers of filters or restrictions on expression will hurt the country’s creative potential.
According to Robert Bear, the former CIA analyst turned author, by 2008 “Persian
[had become] the most common language on the Internet after English and Mandarin
14
Chinese”, highlighting Iranians’ ability to create content and exchange information.
A second set of policies, best summarised by Buvinic et al. (2009), centres on gender
equality and women’s empowerment, because these link directly to growth and
productivity. Today, the strength of an economy rests on the strength of its companies.
The most valuable resources of these businesses, and for that matter the entire
economy, are not physical assets but the people who walk in through the doors in the
morning and out in the evening. Managing a company’s talent pool or a country’s human
resources for efficient performance—regardless of sex, gender, race, or ethnicity—is
integrally linked with survival and profitability. For these reasons, gender equality is a
critical ingredient of competitiveness. While many emerging markets are still debating
whether a woman’s place is in the home or at work, the advanced countries, with the
highest per capita incomes, have moved forward to break down barriers for women,
drawing more and more women into the labour force and creating incentives to keep
15
them there.
More and more studies provide robust measurements of the impact of women’s
empowerment on economic growth. For example, a recent study by Hsieh et al.
16
(2013) observed that the greater diversity of race and gender in the American
workplace since the 1960s has accounted for 15 to 20% of the growth in US productivity.
This is a significant contribution, particularly considering that the last 50 years have seen
the most rapid productivity growth in history with the advent of computers, science, and
social innovations.
When more advanced countries consider the “female” factor to be an important element
of their growth, Iranian policymakers may need to consider whether and how long their
country can afford to not fully tap into its female work force. Iran’s gender equality
record, placing it 134th out of 136 countries largely because of its gender policies, is
simply not consistent with striving to be a world power. If Iran wants to assume the
intellectual and economic leadership of the region, and to be able to use its position to
create a growth pole for West Asia, it can only do so by tapping into the entirety of Iran’s
human resources, not just half. Iran’s demographic window of opportunity is thecountry’s
best economic opportunity in generations. President Rouhani’s lasting legacy will depend
on how well he can harness these forces to put Iran on a trajectory for the 21st century.
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