5. Scenarios

This chapter translates the historical and conegptoalyses above into narratives of possible
futures. To make the text as readable as posdit@egrmount of references has been kept to a
minimum. The stories should not be judged on theibability*, but on the way they uncover
the different potentialities that might have a daa influence on the Iranian regime in the
future. The time frame in which these stories will unfold@newhat flexible, but
approximately five years. Like outlined in the imttwtion, there are strong indications that
the coming years will constitute a ‘critical junatim history. This is one of the rare
occasions in which radically different scenarios ba crafted that have a relatively short
running term, without losing their plausibility.

Globalisation 2.0

After its inauguration on January2@009, the Obama administration defined two early
priorities, one national and one internationalically transforming the domestic
infrastructure, in order to maximize the use of resigle energy, and working towards peace
in the Israeli-Palestinian conflict. In order tchamve the first objective, a number of actions is
taken in the first two years, including:

« Conditioning a comprehensive bailout of the autassidy on a radical change in
production towards ‘Plugin Hybrid Cars’ (PHEV's) different price segments. The
percentage of PHEV’s produced should rise from 19%ae first year to 100% in ten
years.

* Alarge investment in the domestic power grid arglgjations to facilitate these
PHEV's.

» Stimulation of production of renewable energy searby:

o Directly investing in a big sun energy park andgveind park, in a joint
venture with energy companies
o0 Stimulating joint ventures between oil companies energy companies for
renewable energy projects
o Establishing a ‘feed-in tariff’ for private solanergy initiatives
o Stimulating Research and Development in both renematdrgy production
and energy efficiency
0 Subsidizing solar heating systems on homes
o Reducing heating costs by isolating housing
As these measures are part of a larger packageestinents and tax cuts, intended to
stimulate the economy, the American national debesmses further in the first term of the
Obama presidency. The United States therefore rend@ipendent on the foreign demand for
dollars to prevent monetary destabilization. Chireese Gulf state leaders commit themselves
to keep playing a stabilizing role in the monetarsteam by buying dollars, in exchange for an
increased voice in International Organizations tie IMF and the G20 and the international
sharing of technological breakthroughs in the fidldenewable energy.

President Obama repeats his commitment to the sgatfilgrael:“Israel is, and will always
be, the most important American ally in the Mid8kest”. “Still” , he continues’| believe a

! Although they should be internally plausible
2see for the energy agenda of the Obama
administration,



comprehensive peace with its neighbours, and ealpewiith the Palestinian people, will be
essentiafor the long-tem security of the Israeli stateSacrifices are needed from both
parties to achieve this goal, but with help frora thternational Community and the United
States of America, it will be possible and it wippen? On his first visit to the region, he
privately tells the newly inaugurated prime minid@nyamin Netanyahu that he is very
worried about the future of the Jewish State. Tdwnemic crisis and the rise of extremism in
the region might put serious strain on the presendee United States in the Middle East and
its ability to support Israel. The violent attaak @aza has only further exacerbated this risk.
A quick break-through in the peace process wilkkbgential to turn the tide. After signalling
the priority of the Israeli-Palestinian conflictrfbis administration, Obama chooses to take a
low-profile approach to the conflictThe world needs to give both Israeli and Palestimi
leaders time and space to consider their positiotiserwise a wise settlement will be out of
the question®.

The first half year of 2009 in Iran is extremelygenrunning up to the presidential elections
of June 2009. The conservative factions use tiaelisattacks on Gaza in the beginning of
2009 as a pretext to crack down on human rightsisigilike Shirn Ebadi. Her arrest in May
2009 leads to protests from students and women sistitviat get harshly repressed by the
Basij and the security service. The media is alsthér monopolized, even the ‘Kagorazan’
newspaper, close to Hashemi Rafsanjani, is cfodéa conservatives also stir the tension
with the Arab regimes that are allied with the @diStates, especially Saudi-Arabia and
Egypt. Both the reformists and the modern rightidketo boycott the elections, as they do not
see any space for a fair competition. This makegtbgidential elections in June, like the
parliamentary elections of a year earlier, a streigpgitween the conservative right and the
neo-fundamentalists. Supreme leader Khamene'i hesypiports Ahmadinejad and with the
help of fraud led by his interior minister and fofoem theBasiji's, he wins the elections.
Although the official turnout is 65%, the real tatn is estimated to be between 25 and 30
percent.

The rest of 2009 and the beginning of 2010 areactiarised by a continued deadlock
between the president and the parliament. With laprice fluctuating between 60 and 80
dollar, the administration manages to balance tlogét but structural problems like high
unemployment, inflation and ‘brain drain’ remain. el tensions remain high, as Iran
seeks to put more pressure on Israel and Arab redikeeSgypt, Saudi-Arabia and Jordan.
On several occasions, Supreme Leader Khamene’'ifoaltee overthrow of these regimes
and a regional attack on Israel. Negotiations enlténian nuclear programme, in which the
United States directly participates, remain deadidcKk he global economy has seriously
contracted, only China and India have seen a mdrgamomic growth, although
unemployment has been rising there too. The proafi$®pe’ and ‘change’ that
accompanied the election of Barack Obama has afbded, although large scale conflict and
economic instability have not surfaced.

The momentum starts to change in March 2010, whaellprime minister Benyamin
Netanyahu and Palestinian president Mahmoud Ablasusice their signing of a peace
accord, a result of more than a year of closed-degptiations. When ratified, this accord
would mean the end of the Israeli-Palestinian conflilamas has agreed to accept the accord
if the Palestian people would vote in favour of tteaty in a referendum. Defense minister

® For Obama’s foreign policy agenda, see:
4 Maley & Agha (2009) discuss the merits of a mtx@ughtful approach of the Israeli-Palestinian dohfl
® This happened around the end of 2008 (AFP 2008)



Barak announces the settlers in the West-Bankweagimpensation if they agree to leave
their homes in one month. When this period expites)sraeli army forcefully evicts the
persons that stayed in their homes. These actioresddestabilizing effect on the Israeli
society, but the consensus behind the peace aixclandje enough to prevent a civil war. The
Palestinian refugees receive a substantial compendatresettle in the Palestinian
territories, paid for by the European Union, theteh States, Russia, China and a global
‘Peace Fund’ of private donors. After the Paleatirpeople voted overwhelmingly in favour
of the accord, Netanyahu and Abbas symbolically desvn the first part of the separation
wall around the West-Bank. This wall will be regddy an international peace force in the
two years in which both states and peoples atteonpbtmalize their relations.

The Israeli-Palestinian peace accord is a ‘crifigatture’ in a number of respects. It
transforms the regional relations and weakens gmbslic power’ of radical Islamic forces,
partly defusing the ‘Greater West Asian Crisis'ndmber of regional actors reject the accord
as an ‘imperialist dictate’. The Iranian state ishle to radically change its stance towards
Israel in the short run, without losing face. Hdldioalso fails to recognize Israel. This
makes Iran and Lebanon the only two regional sthk@sdo not sign a peace treaty with Israel
in the remainder of 2010. Al Qaeda vows to contitsistruggle too, until ‘Al Quds’ is a
Muslim city again. These forces are in the defengieeigh, as they enjoy less popular
support.

Obama tries to use the momentum of Iran’s increasigpnal isolation to put pressure on
the regime to come to an agreement on its nuclegrgmme. Russia and especially China
still block further Security Council sanctions tlgil as they still profit from Iran’s oil exports
and weapon orders. Ahmadinejad, Khamene'i and aitveservatives focus their rhetoric on
the injustice of the American influence in the regi8till, an increasing number of traditional
conservatives support a détente. The presence &ekolutionary Guards and the Basiji's on
the streets prevents large scale unrests fromggkace, but a tension can be felt, especially
in the universities and in the regions where latmic minorities live.

In 2011 and 2012, the last years of the Obama mnesycs first term, the ‘renewable energy
revolution’ is starting to take shape. New energspanies have made record profits in
recent years, as a result of government subsidiaspnably high energy prices, technological
breakthroughs and increased scale advantagesesfable energy production. Theirs stocks
have also been booming, boosting markets througheuworld. Although several car
companies have not survived the earlier economstscidthers have successfully restructured
towards producing electrical and semi-electricalrid/bars. The world economy has
recovered, although development has still been egmtrthe United States, Asia and some
countries in South America, while other countriegehlagged behind. Furthermore, internal
differences in wealth have increased in most coemtil and Gas, especially from the
Middle East, have remained important energy souaesignificant parts of global industry
and transport still use conventional fuels.

Obama gets re-elected fairly unchallenged in 2018is inaugural speech in the beginning of
2013, he states the followintyVe have travelled far in the past four years anel toad has

not been easy. The world has shown its resiliem¢ke face of grave dangers. An economic
crisis has been reverted, an old feud has beereuand we have made steps towards a
sustainable future for our children. We should fooget though, that there are many
challenges ahead of us. Global inequality is stiglh, children still die from hunger and
disease, weapons of mass destruction still thretiterife of our planet and poverty has not



been eradicated from this great nation. Therefties administration will double its resolve
to confront these challenges in the next four ydarthe past years, we have seen a ‘New
New Deal’ that saved our economy, in the next j@ars we will execute a ‘New Marshall

Plan’ to accelerate the road to a sustainable anasperous future, for us, for our children
and for our children’s children.’
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Figure 9: The ‘Desertec Plan’ in the EUMENA regiiPESERTEC-UK 2009)

The second Obama administration leads a ‘technolaggrdclimate initiative’, a plan that
aims to diminish the emission of greenhouse gasskerahthe world’s dependence on fossil
fuels. The most important part of the plan congi$tisuge regional energy projects in all parts
of the world, modelled after the ‘DESERTEC’ plartlie EUMENA (Europe, Middle East,
North Africa) region (DESERTEC 2009, see figure®)is plan had been blocked earlier due
to the tensions in the region, but the Mediterranetations had improved substantially after
the signing of the Israeli-Palestinian peace trelie initiative is centred on the transfer of
technological knowledge to participating countriesprder to make it beneficial for local
economic development. The new economic activityhierrboosts growth around the world,
especially in Africa, the region that needs to lsatp the most.

Iran is not included in the plan, due to the ongaionflict over its nuclear programme. Its
economy is generally stagnant, as it misses otthi@negional boost in trade and economic
growth. Real demand of oil is still significant,tihe massive investments in other energy
sources puts pressure on oil prices. The populafitige supreme leader and of the neo-
conservatives has further eroded and even somearyifigures are distancing themselves
from the Ahmadinejad administration. In the parliampn&dections of 2012, the reformists
and the modern right have unexpectedly won the ntgjofiseats, as the conservatives’
ability and willingness of manipulation has diminidh&rand Ayatollah Khamene'i has
increasingly been withdrawing himself from publiedifrom the beginning of 2012. In May
2013, only one month before the presidential elestibe dies of a lung disease. The
Expediency Council, still headed by Ayatollah Rafaai, decides to postpone the elections
until the succession of Khamene'i has been resolved.

The following months are very chaotic, as diffengolitical forces take the streets to fight
over the future of the Islamic Republic. Violenkestr battles take place between the Basiji's
and student groups. Millions of people take theettr in the larger cities chanting slogans
against dictatorship and for freedom, holding @atgrof Mohammad Khatami and the
recently deceased Grand Ayatollah Montazeri. Opinetesters vow to ‘never bow to the will
of the imperialists’, holding portraits of Ahmadingjd&hamene’i and Ayatollah Mesbah-



Yazdi. The Revolutionairy Guards and the army gdlyekaep aloof from the protests,
fearing the escalating effects of repressive meas&®afsanjani and the leaders of the
conservative right faction and the reformist fastagree on the need to quickly re-establish
authority to prevent further destabilization. Fertnore, they agree that the current
constitution is not sufficient to resolve the piokidl crisis. As Ayatollah Khatami enjoys by far
the most popular support, he is assigned to funetsdagih for one year. During this period
the different factions will negotiate a new congtdn. Radical elements in the neo-
fundamentalist faction disagree with this policy amydto violently destabilize the new
regime, by perpetrating suicide bombings and targaetedssinations. They lack popular
support though and Khatami narrowly escapes a pldiolife.

In the beginning of 2014, Khatami announces theauécof the negotiations between the
leaders of the traditional conservatives, reformastd modern right factiondslam will
always be in the heart and minds of the Iraniangbe@nd the Iranian state. Still, we have
heard the voice of the people that crave freedomtarpreting the holy message and
following different religious leaders. Thereforeetgovernment must first and foremost
represent the will of our nationThe new constitution ensures freedom of expression,
freedom of association, a democratically eledfieglis and president. A second chamber of
parliament is created that consists of fifty clerdth the minimal title ofhojatolislam’,
directly elected by the people. This chamber caskbbr delay parliamentary decisions and
only be overturned by a two third majority in thiajlis. Other religious functions in the state,
like thefagih and the ‘council of guardians’, are abolished.

The new regime quickly compromises about its nucleagnamme, by accepting an old
Russian plan to enrich uranium on Russian soilxtihange, Russia promises to finish the
Iranian power plants it has been building withire grear. Europe agrees to give Iran an
important place in the DESERTEC project. Many memlaéthe ‘Diaspora’ agree to return
to Iran. These economic incentives will make Irannée economic power house in the
Middle East, achieving growth rates around 10 pdrethe next 5 years.

New Medievalism

After its inauguration, the Obama administratioroptises the quick revival of the American
economy. The massive stimulation package focuseaxobrakes and infrastructure projects.
Energy projects are included in the package, bt maiatively small scale. The ‘Obamania’
reaches new heights as the results in the secdhadfl2909 are encouraging: unemployment
is falling again and the increased domestic consiompeads to positive growth figures in the
second half of 2009. The oil price has remained &etn40 and 60 dollars, stimulating
industrial growth, but making energy investment sadng less urgent.

On the international front, the results of the regministration appear to be mixed. The
redeployment of troops from Iraq has proceededivelstpeacefully so far, although
violence appears to be slightly increasing. In Asfigistan, the capture of Osama Bin Laden is
a new tve've got himmoment®, the surge of troops in the country has also rediice
violence there and weakened the Taliban. Still atibority of the central government
remains weak as the administration is plagued btiraaing corruption and internal strive.
After the inauguration in April of Benyamin Netanyahs prime minister of Israel, the
situation in the Middle East remains tense. AltHoung large scale violence has taken place,
the political processes remain in a complete deadlock

® Like the capture of Saddam Hussayn in 2003



In Iran, the political class is divided from ledt tight. The reformists fail to unite behind one
candidate for the presidential elections in Jusdyath Mehdi Karrubi ankilir Hossein
Mousavi participate. On the conservative side, the neodumentalist Ahmadinejad and the
moderate conservative Bagir Qalibaf, the major dfeFan, are the most prominent
candidates. The reformist division presents andlidpportunity for election fraud: both
conservatives ‘receive’ just a few more votes thendther candidates, making the second
round a conservative affaire. Ahmadinejad appeahsite lost too much support in his
presidential term, as Qalibaf wins the second rafrttie elections with a fairly large margin.
After his loss, Ahmadinejad lashes out againstdrisiér opponentzthis victory proves the
power of the special interests in this country afithose elements that want to sell out to the
West and the ZionistdHe vows to continue fighting for justice and agaih® ‘enemies of
Islam’. Some neo-conservative paramilitary groupsidivaccept the result of the elections
and start riots and protests throughout the couAdtitough these protests are rapidly
repressed, the deep divisions between differergezwative currents is still simmering below
the surface. Furthermore, this election is anagiger that supreme leader Khamene'i is not
able or willing to completely determine the outcoofi@residential elections, as his favourite
lost like in 1997, when Khatami was elected forfitst time.

After his inauguration, Qalibaf radically breakgtwihe policies of his predecessor. He
concentrates on balancing the budget and curbftegion by cutting back on social spending
and raising the interest rate. These measuresfarieé in lowering inflation, but partly due
to the low oil price, economic growth is relativébyv, unemployment remains very high and
the government has got little room for investmelmtsrder to acquire the necessary
investment for economic growth, Iran’s internatioisalation needs to be ended. By
temporarily freezing uranium enrichment and opemingdAmerican interest section in
Teheran, Qalibaf tries to rapidly improve the inugsit climate. Direct negotiations on a
normalization of relations with the United States started on a foreign minister level,
executed by US Secretary of State Hillary Clintod the newly appointed foreign minister
Ali Akbar Velayati, who already served in the sapost from 1981 to 1997. The new
openness in international relations is only partlyrored in the new administrations’
domestic policy. Although social regulations areagetly less strictly enforced, the space for
dissenting political opinions remains essentiallyseld. Many activists and journalist remain
behind bars and the media are still overwhelminghtratied by the conservative factions.

As the US-Iranian talks progress, an agreementaapjie come close in the beginning of
2010, but a series of events that start in theoéddnuary will radically change the
momentum. After a year of relative calm, a serieoket attacks from militants in Gaza
provokes a response from the Israeli air force iirctwB0 Palestinians are killed, mostly
civilians. These incidents are the beginning oftheoviolent episode in the Israeli-
Palestinian conflict. Unlike a year earlier, Hezabldecides to react with a series of rocket
attacks that reach deep into Israeli territory. €hsuing war on two fronts results in even
more bloodshed than a year earlier, provoking angggtions around the world. In Teheran, a
group of neo-fundamentalist militants occupies ti&ikterest section, a symptom of the new
wave of anti-Western sentiment among some partsegbopulation. Although security forces
rapidly end the occupation, the newly built trustvieen the two countries is shattered. When
supreme leader Khamene'i implicitly praises the milisaand orders their release, the détente
has officially ended.

" Mousavi, the former prime minister, emerged asitds candidate in March 2009 (Karami 2009)



When the dust is settled in April, much speculataes place on the question who initiated
the new set of conflicts, and why. Some speciadigjsradical elements in Iran have
encouraged Hezbollah to attack, in order to pretlemtnoderate forces from signing a peace
treaty with the United States, which would have ni@animportant political victory. Others
point at the Israeli government that might have desid of the consequences of a US-
Iranian reconciliation for its own position in tMiddle East. In Iran, the limits of the
presidential powers have been reaffirmed, as wel@dmportant role the neo-conservatives
are still playing behind the scenes and the ultimatbority of the supreme leader. Still, the
events have also weakened the regime in some respedts international reliability has
come into question and the deep internal disurasydurfaced.

Tension around the world is rising during the sumofe&2010. The fragile economic recovery
is coming under pressure as oil prices have begheorise from the beginning of the year.
The Obama administration has decided that a tougghnoach towards Iran is needed, after
negotiations have failed. A consensus in the SgcGouncil can not be reached, only the
European Union agrees to severe its ties with frestituting broad economic sanctions.
These sanctions put pressure on the import of corrsgooeels to Iran, leading to a new rise in
inflation. Under great pressure from the neo-coregare faction, Qalibaf decides to withdraw
from the Non-Proliferation Treaty (NPT) and expéllalernational Atomic Energy Agency
inspectors from the country. Banking on the unwiliess of president Obama to start a war,
the Iranian establishment decides they will rughrthclear programme, aiming to be able to
produce and test a nuclear weapon in a few monttes ti

As many have feared, the Israeli government sedsahian withdrawal from the NPT as an
existential threat. The Israeli air campaign staertSeptember 2010. The Israeli command
defines two objectives: severely damaging the Iranizclear programme and weakening the
ability of the Iranian state to recover as a majditany-economic power in the short and
medium term. Therefore, the attacks are mainly aiatélde nuclear programme and the oil
industry® As expected, the Iranian leadership views theelsedtack as at least approved by
the United States. Therefore its military respahses not only consist of missile attacks on
Israel, but also targets the oil industry of thal\Gulf states, that are US allies. Furthermore,
the Revolutionary Guards navy manages to sink skSaradi ‘mammoth tankers’ with oil in
the strait of Hormuz. As these attacks draw a mylitasponse from the United States, the
conflict is rapidly escalating into a regional wAs a chain of interconnected events unfolds
in the coming months, it becomes increasingly cleair 8®ptember 2010 has been a ‘critical
juncture’ that has profoundly changed the courdaigibry.

As both states and investors around the world w#rgesharp plummeting in the supply of oll
as a result of the war, they react by rapidly bgytme oil that remains available on the world
market. This massive exchange of dollars for ravenmts has the double effect of
depreciating the value of the dollar and appreuigtine price of oil. In a matter of hours,
other market players react by selling their dolfarsany asset available, to prevent their
property from becoming entirely without worth. As@sequence, the dollar loses its value
as an international commaodity in just one day. &ffiects are swift and severe. Economic
activity and trade around the world are virtuallgdzing in the following days, because

8 This analyss of the effects of an Israeli attack on Iran isntyabased on Rogers (2006). An aspect that has - [ Deleted: e

been added is the attack on Iran’s oil facilitiRather than trying to immediately eliminate allni@n options for
a military response, which would be very difficaéinsidering the Iranian focus on ‘asymmetric wafgRooz
2008), an attack on the oil industry would be adabway to hurt the regime, viable to achieve vathand
missile attacks.



companies, states and people have totally lost faithe exchangeability of money. States
call a state of emergency and start taking cowfrthe distribution and rationing of food, to
prevent food riots from taking place.

The global economic crisis eventually preventsviae in the Middle East from escalating
further. After a US bombing campaign against militemgets throughout Iran until the
beginning of November, the Revolutionary Guardsveeakened, but still able to launch
rockets towards Israel and the Arab Gulf statethddigh many analysts had predicted an
upsurge in patriotism and support for the Iraniagime, the disastrous economic
consequences of the war prevent such an effecttking place. An imminent food crisis
forces Qalibaf, backed by supreme leader Khamemweirdpose an immediate ceasefire. The
United States accepts the offer, in order to be &btope with its domestic economic
problems.

The destabilization of the global monetary systemthedlestruction of a significant part of
the global energy production have dealt a heaw Ibdothe world economy, from which it

will take decades to recover. This lack of captaumulation also means a severe weakening
of states around the world. Especially in develggtates like China and India, a process of
‘re-ruralization’ takes place, in which parts oéthopulation move back to the villages their
parents were born to work in agriculture, becadsbehuge shortage of urban jobs. Due to
the lack of state authority, different communitiesristo organize their own security, leading

to ethnic and criminal violence in countries, regiotities and neighbourhoods with low

levels of social cohesich.

In Iran, the situation is particularly difficultsdarge parts of its economic infrastructure have
been destroyed and the country lacks the caprtakfmnstruction. Parts of the Revolutionary
Guards disagree with the decision to accept a fiemgeth Israel and the United States. This
leads to the disintegration of the Revolutionanafals into rivalling armed gangs, some of
which support president Qalibaf and his governmsmte supporting radical elements like
Ahmadinejad and Yazdi. The result is a guerrilla imahe streets of different cities and a
general disintegration of the state. Many peoptedigplaced as a result of the violence. The
weakness of the central authority enables ethniorities in different regions to function as
autonomous political communities. They start to fiorchs de-facto political entities with
their own laws, culture and economic organizatiorthe cities, the same process takes place,
as different neighbourhoods organize themselveb®basis of kinship and personal ties,
keeping out any foreign elements. The extent to wttie official Shi'a religious structure

has lost its moral, political and economic power esome increasingly clear. Religious life
is more locally organized and differs widely fromimygto region. In some places, especially
around Qom, religious scholars still play an impafitical role, but in many other places,
they are subservient to political leaders. Thetjgali situation around the country will remain
volatile in the years to come, making the shaper@va status quo highly uncertain.

New Mercantilism

In 2009, the depth of the global economic crisisobees increasingly clear. Although it has
started in the United States, major economies Blpad, China and Germany experience a big
fallback in production as well, accompanied by ripidcreasing unemployment. This
development illustrates the extent to which the gl@zonomy has been integrated into an

° See Dekker & Faber 2008, Kaldor 2005



interdependent system in the past decades. Througteworld, states are forced to
intervene, in order to keep the economy floating saacke the most important companies from
bankruptcy. The high point of this trend has tagkate on 17 February 2009, when Barack
Obama signed the ‘American Recovery and Reinvedtéetrin Denver Colorado, a bill

worth 787 billion dollar, designed to stimulate theerican economy. The plan encompasses
a broad range of investments in education, heatth emergy and infrastructure, and a tax cut
for 95% of working Americans. The unprecedented efzabe stimulus package makes it the
focal point of the world economy in the years toneo The global reactions to the plan are
mixed. Although most people understand the necesb#gving the economic system from
total collapse, the experience has a very bittey 1 it. Scientists and leaders from the United
States have been preaching the gospel of fisgabnagbility and minimal state interference
for years, only to completely abandon it when fagétti a crisis at hom& For many people
these developments only illustrate the extent talvkiie globalised economic order has been
designed to benefit some states to the expensherfso

The American stimulus plan essentially banks orstatus of the United States economy as
being ‘too big to fail'. Next to economic recovetys also aimed at improving the American
competitive position in the short, medium and loegn. In the short term, the extra
government debt is expected to have a deprecidfieet ®n the dollar, making American
exports cheaper and discouraging imports. Furthexmax reductions should stimulate
domestic demand. In the medium term, infrastructuogepts are expected to generate jobs
for American companies, which strengthens their rsitis-a-vis foreign companies. ‘Buy
American’ and ‘hire American’ provisions have bestded to the plan to ensure most
projects and jobs benefit American employers. Invesis in infrastructure, education and
technology are aimed at strengthening American cothgstess in the long run, for example
by developing the expertise to lead in the fielsh@dv energy technology.

As the crisis progresses, it becomes increasinglgrdhat the situation favors big economies
over small ones. Small states have much less spacestiin a large budget deficit to
stimulate the economy, due to the risk of inflatéoml overcrowding of the credit market.

This mechanism applies both to small ‘Western’ ecoestrtike Ireland and Latvia and
developing countries like Venezuela and Thailarad tto not benefit from the monetary
buffer of currencies that dominate global exchatige the dollar and the euro. Like other
countries in the Middle East, Iran faces similargpemns. Continuing high inflation is
combined with rapidly rising unemployment, as mamyesprojects can not be completed due
to the low oil price. For political reasons, thesvgomment does not apply for an IMF loan,
because such a move would have signaled weakn#ss doitside world.

The economic crisis is the background for a terditigal situation in Iran, in the run-up to
the presidential elections of June. The stakesigte as the past years have led to a very
polarized situation, in which no trust can be foletiveen different political forces.
Ahmadinejad and his neoconservative allies havd tdaise their four years in office to
strengthen their grip on power in any way possibleey have created a climate of fear by
repressing minorities, journalists, students and muriggats activists. They have tried to win
over parts of the public by spending oil money oifave programs and firing up nationalist
sentiments in the country with a confrontationaéfgn policy. As their allies can mainly be
found under the Revolutionary Guards andBhsiji's, both these forces have received a

19 The attacks on the World Trade Centre and thea@entin 2001 can be seen as the crisis that hefritide
| beginning of the trend of increasing state debhéUnited States



large part of the state budget. The announcemeheafandidacy of Mohammad Khatami
has been met with a thinly veiled death threabm the director of the Kayan newspaper.
Even though the traditional conservatives haveahbi) hand in Ahmadinejad’s ascendance
to power, they have become increasingly criticdhefadministration for different reasons.
Ahmadinejad has not heeded any advice or criticiemm ftheir side, by ruling in an
authoritarian way. Even parliamentary oversighttheen ignored, while critical oversight
committees have been dismantled and the centrallmskeen brought under direct
government control. Economic policies have hurtwbgted interests of thezaarand the
conservative clergy, by undermining trade relatiang stirring up inflation. Furthermore,
Ahmadinejad has directly tried to purge the goverrngentrolled newspapers of critical
voices, even when those voices were traditionaseomtives.

After Khatami and Moussavi announced their candidaggreme leader Khamene'i
understands that his favorite candidate might beadefl once again. Ahmadinejad does not
appear to stand a chance against both these ctesliddree and fair elections. A reformist
victory would be a direct security risk for the irag, as it would lead to a divided executive
when both external tensions around the nuclearanogie and internal tensions around the
economic crisis are predicted to be reaching a glindaamene’i decides to use all his
institutional powers to prevent this scenario freappening, even if this means that the
factional balance of power will be irreparably daedgln a carefully coordinated operation,
different prominent personalities that oppose thenAdlinejad presidency are arrested.
Among them are Mohammad Khatami, who is accused obrage for his foreign contacts,
Akhbar Rafsanjani, who is suspected of corruptaord Shirin Ebadi, who is accused of
belonging to the Baha'i faith. In a reaction, Khamiéestates the followingThe imam has
said that even the holy duties like prayer and rdaraare to be suspended if the survival of
the Islamic state is at stake. It should therefurgprise nobody when those persons are
arrested that have betrayed the principles of #eftution and sold out to the Zionists and
the Global Arrogance’.

In the following weeks, the Basiji's and the Revauoary Guards strengthen their presence
on the streets. Student protests are harshly sgdeas well as strikes by thazaariin

different cities. Critical newspapers are closed arany bloggers are arrested. Allies of
Rafsanjani in the Council of Experts and the Expedy Council resign in protest of his
arrest. Potential rivals to Ahmadinejad that havieleen arrested, like Moussavi and Qalibaf,
refrain from participating in the presidential elens, for fear of being persecuted
themselves. In this way, all serious competitionlfeen eliminated, making the elections in
June virtually irrelevant. Supported by the Suprémmader, the new government starts to rule
by decree, openly defying the critical parliamdrite most important policy of the new
government is the substitution of price subsidieg@ods like foodstuffs and fuel for direct
cash payments to disprivileged groups. This pobaypiended to strengthen the clientalist
relationship of disprivileged groups with the stdtelso directly undermines the interests of
thebazaar as they no longer profit from the artificiallygleciated prices. Oil prices have
been steadily rising from May 2009 onwards, as enoa state stimuli around the world start
to bear fruit. This development has strengthenedAtimadinejad administration that has
been able to balance the budget.

China is facing a difficult situation in the end2809. It has lost some of its competitive
edge, due to the appreciation of its currency anteptionist measures of rival states. The
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depreciation of the dollar has also negativelyaée the Chinese state, due to the value loss
of its investments in the United States. Measurgsdmote domestic spending have not
worked that well, due to the simultanesise in unemployment that has limited the spending
ability of many Chinese. Furthermore, the risingte@$ raw material seriously strain
economic recovery. China’s relationship with thetekh States has been deteriorating,
especially due to a more aggressive American ptdigyotect intellectual property rights,
that has significantly raised the costs of many €sencompanies and the state bureaucracy.
Images of riots in Tibet and the Muslim areas inWesthave escaped the censorship of the
Chinese state, which the communist party experiease@snational humiliation. Slowly, the
Chinese leadership begins to conclude that itsdongolicy approach that has been cautious
and generally supportive of the status quo, nezdbdnge.

One of the most important policy shifts is the prambf the yuan as an international
currency. Trade partners are encouraged to usaitirein their commerce with China, which
has become more attractive as the currency has settéa value. Especially in other East
Asian countries like Thailand, Indonesia and Jafisyuan is an attractive alternative to the
dollar. Their own currencies have plummeted dueeadécline in world trade, so they are
looking for an alternative currency that is mordkaCountries that have issues with the
United States, like Venezuela and Iran, have the&ir reasons to adopt the yuan as their main
trading asset. The upgraded status of the yuars gitdna the opportunity to give more aid to
friendly states, with the guarantee that a sigaiftcamount of this capital will be spent on
Chinese products. Simultaneously, the Chinese fiatks start gradually re-allocating
investments in US state obligations, in order tooloee less dependent on the American
economy in the medium term. The Chinese leadershipaancludes it might need to project
its power more directly onto the Middle East, inertb secure the supply of energy sources.
By 2010, China has doubled the financial and mili&d to Iran, its main ally in the region.
Relationships with other countries in the regidke Syria, Irag and Turkey, are improved as
well.

The rising oil prices and the increased supporhffghina give the Ahmadinejad government
some room to maneuver. It has taken an uncompromisingestn the dispute over the
Iranian nuclear programme. The domestic situation mesrtense, but large scale protests
have been repressed. In the beginning of 2010ider@sObama officially announces the
failure of negotiations over the nuclear programttrethe last year, Iran has shown its
unwillingness to ensure the International Commuttigt the intentions of its nuclear
program are peaceful. | regard this as a persorighgdpointment, as | have always believed
that Iran has got a strong urge to improve its ingional standing. This does not mean that
Iran has become an immediate threat to our secubity it does mean we need to show that
defiance is not without costsThe United States push for tougher sanctionsarliN

Security Council. The Chinese understand that tiesye become highly dependent on the
supply of oil and LNG from Iran. A disruption of ghsupply would spur the resource prices
even higher, with the risk of a new economic dowmtdiherefore, they block any sharpening
of economic sanctions against Iran. The Europeantdes, Saudi Arabia, Egypt and Jordan
are among the states that resort to economic sarcgainst Iran, although they realize that
they have lost leverage in recent years, due toe¢keeened Iranian relationship with China.

In the middle of 2010, the situation has become coatgp@rto the run-up of the Iraq war in
2003. Intelligence services around the world suffem a severe lack of reliable information,
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as government control of the media in Iran has tigddeand foreigners have had increasingly
little space to maneuver. IEAE officials have beble o visit the country, but have generally
been hindered as much as possible by the authokiiesther the Iranian state is really trying
to produce a nuclear weapon remains unclear, butghein both Israel and the United States
have got growing ammunition to ask for a militaryaakt. In this situation, only the slightest
incident could trigger a devastating war. As timegas by, an increasing number of
commentators claim that a confrontation will be itelvie.

The Chinese decide that such a scenario needspieebented at all cost. The economic crisis
that a war on Iran could trigger, might mean the imiglo of the Chinese state. Therefore,
China commits itself to an official alliance with fralThis means Iran is the first country that
officially falls under the ‘nuclear umbrella’ of tlghinese. To emphasize the seriousness of
their commitment, twenty nuclear warheads have beerey shipped to Iran. Israel realizes
it can not do much to change the new status qudefensive nuclear capability is still
expected to work as a deterrent to Iranian attaoks,an offensive war would clearly be
suicidal. President Obama reacts by installinggrsahctions against China. Another result is
the rapid nuclearization of the Middle East. Thetebh States decides to ship nuclear
weapons to its main allies in the region, in ordeprievent Iran from using its new status as a
nuclear power to destabilize rival states.

Although tensions have been extremely severe in,20hillitary confrontation has not taken
place. In the next years, the new security equulibrstabilizes. Iran, Lebanon and Syria,
supported by China, form one power block and Saudbi, Jordan and Egypt, supported by
the United States, another one. Countries like, [Fagkey and the Gulf states take a more
neutral position. Tensions between China and thieediStates decline over the years,
although their trade relations never reach the dawa as in the 1990s and 2000s.

Inside Iran, the neo-conservatives have, at leatstd medium term, established a domestic
hegemony. Any person that speaks out too openipstgdhmadinejad or Khamene'i

is detained, or in some cases put to death. Eveseceative commentators, clerics and
politicians are no longer immune to persecution. Mpensons belonging to a minority

religion or ethnicity have been forced to flee |remescape persecution. Especially the Baha'i
faith has virtually disappeared from Iran. Thos# tiave chosen or been forced to stay, keep
their identity hidden, to escape from state attentihe neo-conservative project of ‘re-
totalarization’ of the Iranian state and societg,t& least in the medium term, been
successful.

TheRise of East Asa

As the Iranian presidential elections are approaghi 2009, supreme leader Khamene'i

is starting to realize he has been betting on tlemgvhorse. The popular approval of
president Ahmadinejad has been constantly fall;ng eesult of both mismanagement and
economic decline. A situation in which an unpopuylegsident faces an increasingly hostile
population, an increasingly critical parliament amdlincreasingly deteriorating economic
situation would be extremely risky for the regiméefefore, the supreme leader decides the
new president should have a larger popular mand#ten necessary, the unelected
institutions of the state and the conservativeigaent will contain too ambitious proposals
for reform, like during the Khatami presidency.



The reformists understand that the presidentiatieles might be the last opportunity to
prevent Ahmadinejad and his neo-conservative dli@a establishing a permanent domestic
hegemony. This realisation leads the reformistaite behind one candidate: Mir Hussein
Moussavi. His status as prime minister during thewears prevents him from being
disqualified by the Guardian Council. The conseveat remain divided. Ahmadinejad has
made too many enemies among the traditional conseegatiue to his authoritarian
governing style and his attempts to undermine thaao@ position of the bazaar. Therefore,
Bagqir Qalibaf decides to represent those critioalservatives in the elections. This disunity
in the conservative camp, combined with the fuliart of other reformist personalities like
Mohammad Khatami, Mehdi Karrubi and Abdollah Nouriables Moussavi to win the
presidential elections with a wide margin. His supgrs react with restrained enthusiasm.
Although they remember the limited success of therneists during the Khatami presidency,
some economic and social relief would already beeextty welcome.

In his victory speech, Moussavi calls foroderation, unity and progresfBy asking some
conservative personalities to join his cabinet, rmasably his former rival Qalibaf as minister
of domestic affairs, Moussavi aims to broaden tHeipal base of his cabinet and entice the
parliament to cooperate. The recruitment of many anaxeinto the new administration
should improve the technocratic performance of thesBy freeing some activists, easing
the pressure on the media and ordering the polidesecurity forces to be less intrusive,
Moussavi shows his supporters that his adminisingt a clear break from the years under
Ahmadinejad. Incidentally, the police and securdscés that are run by the ministry of
domestic affairs, and the Basiji's, run by the Ratiohary Guards, openly clash in the streets
of the big cities. As a reaction to these accidesupreme leader Khamene'i urges the Basiji's
to lower their presence, to maintain an image ofiliiab

The new cabinet aims to devise a pragmatic foredicyy aimed at reducing tension,
improving Iran’s international image and intensifyingde relationships. The most important
part of this new strategy is the start-up of a tiegion process with the United States. Both
parties know some issues, especially the statusraélland the Iranian support for Hamas
and Hezbollah, are impossible to resolve in thetsioor. Still, they are both eager to show
tangible results of the negotiations, to silencendstic criticism. Therefore, a short term deal
is agreed with regard to the nuclear programme ireBéer. Iran stops further uranium
enrichment until all the fuel is used by the powlanpin Bushehr, which has been fully
active since September. The nuclear waste willrbegssed in Russia, to prevent possible
plutonium extractiort® In return, the Security Council resolutions agairen are postponed
until further notice. Both president Obama and piesi Moussavi claim this deal as a proof
of the success of their strategy. Obama pointseaptevention of an attack on Iran, which
would have had dramatic consequences for the $jabilthe Middle East, and therefore the
energy supply of the United States. Moussavi empbhaghe value of a reduced isolation for
Iran’s economic relations.

The tentative accord is part of a string of forgigiicy successes for the Obama
administration. The new strategy has led to redwgaénce in Afghanistan, the withdrawal
of troops from Iraq has not caused an increas@lence and the situation in Pakistan has
also stabilized. Although political solutions hawa come closer, the situation around Israel
has not escalated in the past years. The Hezblethbealition that has won the Lebanese
parliamentary elections in June is not interestes mew war with Israel, because it wants to
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prove it is able to govern the country peacefuilye Israeli government has agreed to let
more aid and trade into Gaza. Hamas does not watartiba new round of war, as they would
be blamed by the people for such a new escalatigtially, the Obama administration’s
foreign policy success is coupled with a rapid @coit recovery. Different industries profit
from the increased government spending, the bankicipsstarts lending again and the
housing prices stabilize. The ‘Big Thr&ktar companies have survived due to a successful
restructuring, producing luxury and middle clasgtieal cars. As the global economy as a
whole starts to recover, 2010 is a surprisinglyejand hopeful year. Still, like some critical
economists keep repeating, under the surface #nerseveral fundamental economic
problems, that are bound to turn up in due time.

The oil price has been steadily on the rise fropt&aber 2010 onwards. Before this month,
it has stayed below 60 dollars, but in Februaryl2@tlhas risen above the psychological line
of 100 dollars. The steadily rising economic groatbund the world has the inexorable
effect of rising natural resource prices, everrdguad 8 percent of the global car park
presently consists of electrical or hybrid carseSénrising resource prices have an
inflationary effect around the world, but espegiafi the United States. Due to the high
liquidity that has been created in the past yearhe different stimulus programmes, the
dollar is rapidly losing its value. In July, inflah levels are reaching the critical level of 10
percent on a yearly basis. The dropping value efiibilar further inflates the price of oil and
other natural resources. In just a few months, thgrice has almost doubled, reaching 180
dollars in July. The high inflation has the ineli@effect of a strong drop in trade and
demand, leading to stagnation. Unemployment is hapidreasing across the United States
economy. Compared to 2008 and 2009, this situasionarkedly worse. The government can
not save the economy by bailing out companies amgasng its spending, as this would
only further deflate the value of the dollar.

The United States is still vital for the world ecomy, as a market, as a source of
technological innovation, as a financial centre asé military power. The ‘stagflation’ crisis
in this country therefore threatens to plummet theleslworld into a deep crisis. An
emergency meeting of the ‘G20’ is convened in Sepr2011, to address the issue. The
leaders at this summit agree that only a fundamesséiucturing of global economic
governance can prevent a worldwide collapse. Thegaan, Asian and South American
countries agree that a new bailout of the Americamemy is necessary, but only after
diminishing the world’s economic dependence on thiéddrStates. The most pressing issue
in this regard is the role of the dollar in thelsggbmonetary system. After two weeks of
almost non-stop negotiation, it is agreed thatva giebal currency needs to be created that
can only be used in international trade transastidrnew independent institution will
oversee the exchange rates with national currenthes this new agency resides in Hong
Kong, is an indication of the status of East Asidle new global economic centre. In the
closing remarks of the summit, president Obama sthagefollowing:‘The United States has
been the Leader of the Free World and a constamtceoof global stability for more than
seventy years. Now, we need to recognize the wadahanged. Other nations will need to
step up the plate and take more responsibilify keep inflation in check the Obama
government needs to take some painful measures, fikekage of cutbacks on government
spending and an interest rate raise. A large fdaheocutbacks is created by a rapid troop
withdrawal from Afghanistan and the closing of sevenilitary bases around the world.
Loans from China and India are used to prevenhéuréconomic contraction.
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The troop withdrawals from Afghanistan and otherrtdas in the region increase the risk of
a security vacuum in the ‘Greater Middle East’. Ghamd India partly manage to fill this
vacuum, by supporting states with financial aid am@pon deliveries. The Israeli state finds
itself in an extremely difficult position. The Unite&States were forced to greatly cutback their
economic and military aid to the country, and Cland India refuse to deepen their
relationship as long as no peace has been agréedheiPalestinians and the other countries
in the region. Coupled with the deteriorating ecoiwstate of the country, the Israeli state
faces a crisis that might threaten its existericgeds no other option than starting a
negotiating process with all relevant parties i tbgion, including Hamas and Hezbollah.

In Iran, the political situation has further sta®d. The army and the Revolutionary Guards
have been purged from their most radical membershatgisiji's have been partly
demobilized. Critical groups like students, minestand women can make their voices heard,
as long as they stay within certain boundaries.nQperiticizing the Supreme Leader, for
example, is still not done. The government has igeaao start a diversifying process of the
economy, that is already starting to produce cdaaesults. Iran has become an important
distribution centre for goods produced in India &idna. The Iranian car industry has
established joint ventures with Chinese and Indiampanies. In this way it profits from one
of the new driving forces of global economic growttie production of small electrical cars,
especially meant for urban transport. This situaitiopart of a larger global trend that fully
emerged from 2012 onwards and can be characteaz#te ‘new age of mass consumption’:
global production is generally ‘green’ and speesdi in producing large amounts of small
and cheap products. These products are aimed htuggeurban populations around the
world. The ‘Chinese political model’ has also becatoeninant. This model can be
characterised as ‘enlightened authoritarianism'teStites stay in power by providing their
populations with social stability, security fronréggn threats and enomic growth.



