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Abstract

In the approach of new institutionalism, the budgeting system's
complexities have roots in its formation's historical development.
Understanding this historical development from the perspective of
institutions and organizations has made it easier to understand the
complexities that the country's budgeting system is facing today.
Using the social order approach and relying on the three elements of
institutions, organizations, and violence control, this research has
examined the budgeting system of Iran between years of the
constitutional revolution and the end of the Qajar dynasty.
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In this period, the approval of the constitution, the internal regulations
of the parliament, the law on the formation of the Ministry of Finance,
the law on public accounts, the law on the Court of Accounts, and the
writing of the budget law, as well as more predictability of resources
and cost allocations by limiting the period of the budget have taken
place. Also, checking the accounts of ministers, preventing illegal
transfers, preparing and deducting the budget, increasing the power of
tax collection, organizing the country's treasury and prohibiting the
imposition of taxes based on personal opinion, and providing
executive methods related to the budgeting system in addition to the
formation of the parliament and the budget commission, the Audit
Bureau, the Ministry of Finance and the commission for handling the
income and expenditure of the ministries have led to the improvement
of the quality of institutions and the development of contractual
organizations with a permanent life in the budgeting system, which
has caused the control of violence. By examining the budgeting
system, one can conclude that the dominant coalition member groups
in the period under review were princes, nobles, scholars,
businessmen, landowners, the intellectual class, Russian and British
governments. Examining institutions, organizations, and violence
control show that the budgeting system has changed from a fragile
limited access order to a basic limited access order in this period.

1. Introduction

The systematic restriction of access in the natural state for the purpose
of rent-seeking serves not only to enrich the dominant coalition, but
also to control violence. One of the institutions that can generate or
distribute rent is the budget. The political system in the natural state
manipulates the economic system, including the budgeting system, to
generate rent and ensure the continuity and survival of the political
order. To fully understand Iran’s contemporary budgeting system, it
is necessary to identify and analyze the complementary institutions
that shape the budgeting system during the period under study, in
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addition to examining the issues of violence and the role of
organizations. This approach aligns with the social order framework,
which recognizes institutions, violence, and organizations as the three
main pillars of analysis.

Relying on the social orders approach and the perspective of violence,
the current study aimed to analyze the dynamics of Iran’s budgeting
system at three levels of institutions, organizations, and violence. At
the institutional level, the study examined the creation, modification,
deletion, and enforcement of formal rules and laws that shaped the
budgeting system, as well as the predictability of resource and cost
allocation methods, and the implementation methods of the budgeting
system. The study also analyzed the creation, modification, or deletion
of official social treaties, informal norms, social contracts, and shared
beliefs that influenced the budgeting system. At the organizational
level, the research investigated the lifespan and types of organizations
involved in the budgeting system. Moreover, the analysis focused on
the role of the budgeting system in supporting organizations both
within and outside the dominant coalition to control violence, to
increase the number of rent beneficiaries, and transform the privileges
of the dominant elite into rights.

The study tried to determine whether Iran’s budgeting system had
been established based on an open access order (OAO) or on a limited
access order (LAO) that would rely on specific organizations and
institutions for the generation and distribution of rent to control
violence. Examining the historical development of the organizations
and institutions within the budgeting system, their evolutionary
trajectory, and the ways in which violence was controlled (or not
controlled) through this system can yield a deeper understanding of
the budgeting system in Iran, which can help address the current issues
and challenges facing the system.
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2. Materials and Methods

North, Wallis, and Weingast’s theory of social orders suggests that the
methods to control violence are embedded in institutions and
organizations. The existing institutions and organizations can either
control or exacerbate violence. Conversely, efforts to control violence
can lead to the emergence of new institutions and organizations. The
relationship between violence and institutions/organizations in an
LAO takes shape in a two-way manner. In this sense, the existing sub-
systems within LAOSs, including the budgeting system, can be
transformed into tools for generating and distributing rent to control
violence. The budgeting system is a collection of institutions and
organizations that wield political, economic, religious, and military
power to control budgetary resources. Through these resources,
incentives are provided to individuals and groups with access to
violence in order to limit the use of violence. Furthermore, the
evolution of the budgeting system can have a significant impact on the
creation, development, debilitation, consolidation, or elimination of
related institutions and organizations depending on the type of LAO
in place.

The social orders approach is a useful framework for analyzing and
comprehending the institutions within the budgeting system. This
analysis can provide insights into the changes that occur within the
natural state, including transitions from fragile to stable, stable to
mature, or vice versa. To conduct this kind of analysis, the study
examined the following factors: creation, modification, and removal
of formal rules and written laws that shape the budgeting system;
predictability of resource and cost allocation methods;
implementation methods for the budgeting system; and creation,
modification, or removal of official social treaties, informal norms,
social contracts, and shared beliefs that influence the rule of law in the
budgeting system.
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The analysis was also conducted at the organizational level.
Organization refers to a group of individuals who come together with
a common intention to achieve their desired goals (North et al., 2009).
To analyze the organizational development in the budgeting system,
the present research examined several factors: the lifespan of
organizations in the budgeting system, the type of organizations
(contractual or clientelistic), the role of the budgeting system in
supporting organizations within and outside the dominant coalition,
the number of organizations, and the use of violence or the threat of
violence by different groups, which oversees organized violence that
occurs in the form of physical confrontation or coercion. Violence is
actually considered the outcome of the institutional and organizational
structure (North et al., 2009).

Control of violence is the result of the establishment of institutions
and organizations whose interaction with individuals are less personal.
In this respect, the study explored how the budgeting system played a
role in controlling or exacerbating violence. The analysis also
involved identifying groups with the potential for violence through the
budgeting system and examining how the budgeting system affected
the type, generation, and distribution of rent.

3. Results and Discussion

Table 1. The budgeting system based on the social orders approach (1906—

1925)

\ Indicator Elements of budgeting system

] e The Persian Constitution of 1906

¢ Internal regulations of the parliament

e Law on the establishment of the Ministry
of Finance

e Public Accounts Law

e Annual Budget Laws

Creation, modification, and
removal of formal rules and
written laws

Institutions
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Table 1.
Indicator Elements of budgeting system
e Preparing the budget document
e Introducing financial reform using
foreign consultants
e Organizing the country’s treasury
Predictability of resource e Increasing tax collection power
and cost allocation e Establishing the tax and finance
methods organization
e Preparing the budget according to the
department and expenditure
e  Prohibiting the imposition of taxes based
on personal opinion
e Gradual elimination of tax collection based
Social treaties, informal on personal opinion
norms, social contracts e Increase in public sensitivity towards the
expenditure of the Royal Court
e The necessity of approving any type of
government financial operation in the
parliament
o Inspection of all government revenues,
expenses, and assets
e Tax collection based on the law
e National Consultative Assembly
(permanent)
e Ministry of Finance (permanent)
e Audit Court (permanent)
Type of organization e Contractual
Support for organizations ' e Within the dominant coalition
Violence occurred e The 1908 bombardment of the Majlis
e Princes and nobles
e Scholars
Groups with the capacity = e Businessmen
for violence e landowners
e Western-educated intellectual elites
¢ Russian and British governments
Generation and e Conversion of personal privileges of the
distribution of rent dominant elite into written rights for them

Institutions

Implementation methods

Permanent organizations

Organizations

Violence
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Table 2. The budgeting system in the Iranian social order (1906-1925)

Limited Access Order :

. ( ) Impact of the budgeting system on

el ol - the social order (1906-1925)
Fragile Stable Mature

[<5]
>
§ - 9 The institutional structure was very
7] 2 c K simple and based on Mostofi-ruled
s = = g method, and it became more
2 n o 8 complex after the establishment of
= the budgeting system.
=
T
C = 4
z § IS o = Along with the establishment of the
S5 = E e budgeting system, formal rules and
2 == e 5 S social contracts were also put in
2 s = S L LC
= G place.
=] 5 o Z
E L &
(%)
=
o -
=1 c
£ § % i 2 Implementation methods that were
%g 3 £ & previously non-existent gradually
2 E S 2 a took shape.
£ p
“— n Y
o [<5}
25 5 g2 2
;; S g ;-;g £ The approval of various laws
S & o - % = increased predictability.
S 8 =3 £ 2 &
g2 2 | 3%
Prior to the implementation of the
budgeting system, only a limited
§ = = number of organizations exited
= § 5 % o \_Nhi_ch were  dependent  on
= 3 R b g individuals. However, the
s 5 2 = 5  budgeting system led to the
le) establishment of mid-term and

sometimes permanent
organizations.
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Table 2.

Limited Access Order Impact of the budgeting system on
Indicator (LAO) ~ the social order (1906-1925)

Fragile Stable Mature

Contractual organizations, which
did not exist before, began to
emerge alongside the already
existing clientelistic organizations.

Type
Clientelistic
Clientelistic—contractual
Contractual- clientelistic

The approval of laws led to the
creation of support for
organizations within the dominant
coalition.

Organizations

Degree of support for organizations
Only the state
Only the organizations within the dominant coalition
Organizations within and outside the dominant
coalition

The approval and implementation
of various laws led to an increase in
the number of organizations.

The number
A few
Growing
Many and growing
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Table 2.
Limited Access Order Impact of the budgeting system on
Indicator (LAO) _ the social order (1906-1925)
Fragile Stable Mature
[<5]
% Initially, the elimination of rent
S 5 exclusive to the dominant elite
> g g = resulted in an increase in violence.
S 3 3 3 However, violence decreased to
%-‘) [ some extent due to the resistance of
8 revolutionary groups.
- [<5]
> S Prior to the establishment of the
@ = = budgeting system, rent generation
[&) > - ; , .
= = = 2 and distribution in the provinces
- o @ E were dependent on the King, which
2 % = o o would happen in in the states
2 = L 22  associated with the highest official.
3 = (_% S 2 However, the implementation of the
° 45 i = o budgeti_ng systt_em_ n_1ade the
=) a = @ _g')’ generation and distribution of rent
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Y= (7]
o
E
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3 e 3
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4. Conclusion

Prior to the Constitutional Revolution, the country’s revenue and
expenses were managed through a mostofi-ruled system that had been
in place for nine centuries. However, following the Constitutional
Revolution, several measures were taken to regulate the budgeting
system. These measures included delegating the approval of all laws
to the National Consultative Assembly (the parliament), establishing
the budget commission and accounts commission in the parliament,
requiring reports to be submitted to the accounts commission, defining
the budget and its implementation period in the Public Accounts Law,
assigning the responsibility of reviewing ministers’ accounts,
preventing illegal transfers, determining the accuracy or inaccuracy of
the accounts to the Audit Court, preparing and preparing and
implementing the budget, making the method of resource and cost
allocation more predictable, and preventing financial misconduct and
abuse in line with creating, amending, and enforcing official rules in
budgeting. In addition, foreign consultants were employed to organize
the country’s public finance, tax collection power was increased, the
country’s treasury was organized, and tax collection based on personal
opinion was prohibited.

The law on the establishment of Iran’s tax system was also approved
in order to increase the predictability of resource and cost allocation,
along with devising implementation methods for laws and regulations
and monitoring the financial affairs in the country. Official and
unofficial treaties were also created regarding revenue and
expenditure allocation. Furthermore, organizations were formed and
supported to regulate the country’s budget, including the National
Consultative Assembly (the parliament) and its different commissions
(e.g., Finance Commission, Accounts Commission, and Budget
Commission), the Audit Court, the Ministry of Finance, the Central
Accounts Office in each ministry, the commission on the revenue and
expenses of each ministry, and the closure of offices in the Ministry
of Finance, the Revenue ldentification Office in the Ministry of
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Finance, and the Central Treasury Office in the Ministry of Finance—
possessing some form of permanent lifespan and contractual status.
These measures aimed to control violence, expand the circle of
dominant coalition, and change the way rent was generated and
distributed by establishing a budgeting system. Therefore, important
steps were taken between 1906 and 1925 towards converting the
privileges of the dominant elite into rights.

While some researchers (e.g., Ali Akbar Shabiri Nezhad and
Mohammad Ali Homayoun Katouzian,) consider the interval of 1925—
1941 as the period of Iran’s emerging budgeting system, the present
study suggests that the main foundation of Iran’s budgeting system
had been laid during the Constitutional Revolution between 1906 and
1925. During this period, changes in the budgeting system occurred,
and in the meantime, the political-economic system evolved from the
fragile LAO to a stable LAO, which calls for more reflection.

Keywords: Budgeting System, Social Order, Violence Control,
Institutions.

JEL Classification: D72, H61, H60, N45, N15.
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