Economic History Studies of Iran, Institute for Humanities and Cultural Studies (IHCS)
Biannual Journal, Vol. 15, No. 2, Autumn and Winter 2026-2027, 37-78
https://www.doi.org/10.30465/ehs.2026.53855.2079

The Imperial Bank of Persia and
Modern Credit Money in Qajar Iran:

The Tension between Institutional Development
and Colonial Domination

Abolghasem Shadmanpour’, Mahdi Kermani**
Ahmadreza Asgharpourmasouleh™, Ali Baghdar Delgosha™""

Abstract

Given the institutional turn in_development studies..and economic sociology’s
emphasis on money as _a pivotal social institution, this research employs historical
institutionalism and Geoffrey Ingham’s “Social Theory of Money” to analyze the
consequences of establishing the Imperial Bank during the Qajar era. Credit money
and banking systems are. fundamental pillars of modern societies, with their
evolution reflecting a nation’s development history. By securing the exclusive right
to issue banknotes, the Imperial Bank introduced modern credit money into Iran’s
economy. The study posits that money is an institution possessing infrastructural and
authoritative capacities. Findings reveal that granting this monopoly, without
integrating it into domestic socio-economic networks and in the absence of effective
political oversight, failed to achieve primary goals such as attracting foreign capital,
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industrial development, railway construction, or transitioning to the gold standard.
Instead, the institution became a tool for strengthening British colonial influence.
Ultimately, this institutional adaptation—incompatible with local contexts and
negligent of the social nature of credit money—did not lead to economic prosperity.
Rather, by disrupting political and social spheres, it confronted Iran’s historical
development path with significant material and perceptual obstacles, stifling
opportunities for structural growth.

Keywords: Credit Money, Social Theory of Money, Imperial Bank of Persia, Qajar
Era, Colonization, Economic Development.

Introduction

This article examines the establishment of the Imperial Bank of Persia and the
emergence of modern credit money-in Qajar Iran through the lens of economic
sociology and historical institutionalism.. Its central question is how the bank’s
monopoly over note issuance came to embody the tension between British colonial
interests and the institutional requirements of development in Iran, and how that
tension shaped the.country’s political economy. The core argument is that money is
not a neutral medium of exchange, but a social and political institution intimately
tied to sovereignty, market formation, and developmental capacity. From this
perspective, the introduction of modern banking and credit money in Iran might
have. facilitated financial centralization, credit expansion, national market
integration, and economic.modernization. Yet because this process unfolded within
a context marked by domestic despotism, fiscal insolvency, weak infrastructure, and
imperial intervention, its developmental potential was profoundly constrained. As a
result, the Imperial Bank became not merely a modern financial institution, but a
political-colonial one whose operations left a lasting imprint on power relations,
access to credit, and monetary sovereignty in Iran.

Materials and Methods

The study is grounded in historical institutionalism and uses process tracing as its
principal methodological strategy. This approach makes it possible to analyze
money and banking not as purely economic mechanisms, but as historically specific
social institutions shaped by political structures and power relations. The research
draws on both primary and secondary sources. Primary materials include diplomatic
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correspondence, administrative records, archival documents, and memoirs of actors
associated with the bank and the Iranian state. Secondary sources include Persian
and non-Persian scholarship on monetary history, banking history, Qajar political
economy, and social theories of money and development. The analysis reconstructs
the historical trajectory of the Imperial Bank’s concession, institutional design,
operational practices, relationships with the state and domestic economic actors, and
broader social and political consequences. The findings are ultimately organized as a
coherent causal narrative to show how the bank’s institutional configuration and the
conditions under which it was implanted helped produce a distinctive pattern of
monetary transformation and institutional underdevelopment in:lran.

Discussion and Results

The findings show that prior to the establishment of the Tmperial Bank, Iran’s
economy was marked by a fragmented commodity-money system, chronic liquidity
shortages, heterogeneous coin circulation, a weak central state, an inefficient fiscal
apparatus, and the absence of an integrated national market. Under such conditions,
a modern banking institution could in principle have standardized monetary
exchange, improved the circulation of credit, strengthened state fiscal capacity, and
supported capital. accumulation. Yet the Imperial Bank did not arise as an
endogenous response to Iran’s internal economic needs. Rather, it emerged out of a
geopolitical compromise shaped by British-Russian rivalry. The privileges granted
to the bank—most importantly its sixty-year monopoly on note issuance, along with
tax exemptions, broad commercial rights, and British political backing—made it far
more than an ordinary financial intermediary. Operating with foreign capital, foreign
management, foreign legal protections, and foreign strategic interests, the bank
effectively displaced a core element of Iran’s monetary sovereignty from the Qajar
state. Through its power to issue notes, structure credit, and hold government
accounts, it occupied a position that affected not only economic transactions but also
state capacity and the broader trajectory of social change in Iran.

The findings further indicate that the bank’s operations failed to promote national
market integration or domestic productive development. Its branch-specific banknotes,
redeemable at full value only at the branch of issue, hindered monetary unification
across the country. Moreover, much of the bank’s lending was directed toward foreign
firms and export trades aligned with imperial interests rather than toward domestic
industry, infrastructure, or long-term entrepreneurial activity. The Imperial Bank
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rapidly outcompeted Iranian money changers and weakened traditional financial
institutions, yet what replaced them was not a developmental banking system. At the
same time, the Iranian state became increasingly trapped in cycles of debt and
dependency through loans secured by customs revenues, fisheries, and other public
assets. This dependency became especially visible during moments of crisis, most
notably World War I, when the bank served British interests by suspending
convertibility, expanding note issuance, fueling inflation, and helping finance Britain’s
military presence in Iran. In short, the Imperial Bank functioned.not only as a vehicle
of financial modernization, but also as a politically consequential institution implicated

in the reproduction of Iran’s structural dependency.

Conclusion

This study demonstrates that the developmental consequences of modern financial
institutions depend fundamentally “on the political setting and the prevailing
distribution of power. In Qajarlran, modern banking was implanted in a non-
democratic, authoritarian, and semi-colonial context; consequently, its potential
developmental functions were subordinated to.logics of domination and dependency.
Iran’s first encounter with modern banking was therefore an institutional experience
in which money creation appeared less as a mechanism for mobilizing resources for
public welfare and development than as an instrument of power and control. That
formative experience shaped. subsequent elite and state understandings of the
relationship between banking, money, and sovereignty, and it contributed to the
persistence of an authoritarian conception of monetary power even after banking
was nationalized and note issuance was reclaimed. The article thus concludes that
institutional underdevelopment in Iran cannot be fully understood without reference
to this historical trajectory. Rethinking the institution of banking and the social
functions of money requires moving beyond both the colonial model and a narrowly
state-centered view of money as an instrument of domination. Only then can the
developmental and social capacities of money and banking be redefined in the
service of the public good and sustainable development.
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