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High lights

- Despite progressive legal frameworks, Iran’s public financial management system suffers from a persistent implementation gap driven by

institutional and political constraints.

- PEF A-based assessment identifies weaknesses in budgeting, financial reporting, and accountability as the main sources of fiscal inefficiency.
- Optimistic revenue forecasting and incremental budgeting reinforce a vicious cycle of fiscal deficits and inflationary financing,
- Sustainable PFM reform requires a sequenced, institutionally grounded roadmap emphasizing transparency, accountability and fiscal

discipline.
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ABSTRACT

Subject and Purpose: In a situation where the Iranian economy is facing structural
problems, chronic inflation and international constraints, reforming the public
financial management system is no longer a bureaucratic choice, but a strategic
necessity to achieve economic stability, sustainable growth and social justice. In
order to be properly analyzed and reformed, public financial management requires
clear conceptual and analytical frameworks; in this regard, the aim of this research
is to provide a model for improving public financial management in Iran.

Research Method: The method of conducting this research is mixed (qualitative-
quantitative). In the qualitative part of the research, the required data was collected
using thematic analysis of semi-structured interviews with 19 experts in government
and academic organizations and document mining of laws and regulations and
foreign studies. In the quantitative part, we assessed public financial management in
Iran by scoring 94 indicators of the "Public Expenditure and Financial
Accountability Assessment Framework."

Research Findings: After scoring the indicators of the Public Expenditure and
Financial Accountability Assessment Framework and extracting 81 codes in the laws
and regulations section, 17 codes in the expert interviews section, and 34 codes in
foreign studies, five essential dimensions that require reform in public financial
management were identified, including: institutional and legal framework, planning
and budgeting, management of the government's financial structure, accounting and
financial reporting, and monitoring and auditing.

Conclusion, Originality and its Addition to Knowledge: An efficient public
financial management system is the backbone of good governance. The model
proposed in this study can be a roadmap for improving the transparency,
accountability, and efficiency of the country's public financial management.
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Introduction

Effective government performance is a
critical determinant of macroeconomic
stability, fiscal sustainability, governance
quality, and efficient public service delivery.
Government performance directly influences
macro-financial ~management  (including
resource  mobilization, allocation, and
sustainability), operational efficiency and
value for money, transparency and
accountability, and fiduciary risk
management. Consequently, public financial
management (PFM) constitutes a central pillar
of good governance and economic
development.

In Iran, this importance is magnified due to
the dominant role of the government in the
economy. As the primary policymaker and
executor, the government significantly shapes
the behavior of other economic actors,
particularly the private sector. Given the scale
of government intervention and its
macroeconomic spillovers, the formulation,
execution, and oversight of an effective and
coherent budget are essential for national
development and economic resilience.

International experience demonstrates that
a well-functioning PFM system supports
macro-fiscal discipline, aligns public spending
with national priorities, enhances service
delivery, promotes poverty reduction, and
ensures transparency and accountability in the
use of public resources. These principles have
been explicitly emphasized in Iran’s upstream
policy documents, including the general
policies of the Resistance Economy, which
stress comprehensive financial system reform,
structural expenditure rationalization, and
transparency to combat corruption.

Consistent with these policies, Article (8)
of the Sixth Development Plan obligated the
government to reform treasury management,
financial and accounting systems,
performance-oriented financial supervision,
and government debt management. The
Seventh Development Plan (1403-1408)
further expanded this reform agenda by
introducing a broad set of fiscal and budgetary
measures aimed at economic stability, fiscal
sustainability, and private sector participation.

Over the past three decades, Iran has
undertaken multiple PFM reform initiatives,
including the development of a roadmap for
accrual accounting, establishment of a public
debt management unit, reforms in treasury
operations, and progress toward performance-
based budgeting. Despite these efforts,

empirical evidence suggests that reform
implementation has been slow and uneven.
Legal mandates have not translated into
effective practice, highlighting the need for a
comprehensive assessment of the existing
PFM  system, identification of key
weaknesses, and formulation of a realistic
roadmap for transition toward a desirable
system.

Accordingly, this study addresses three

core questions:

(1) What is the current state of public
financial management in Iran?

(2) What are the key components and
indicators of sound PFM?

(3) What institutional and operational
requirements are necessary to move
from the current situation to the desired
state?

Analysis of Findings
Institutional and Legal Framework:
Progressive Laws and Weak Implementation

The analysis reveals a persistent paradox in
Iran’s PFM system: the coexistence of
relatively progressive legal frameworks with
weak and inconsistent implementation. A
review of national laws shows that many
internationally recognized PFM principles
have been formally embedded, including
performance-based budgeting, the Treasury
Single Account (TSA), fiscal rules, and
accrual accounting. In theory, these provisions
place Iran on a path toward a modern PFM
system.

In practice, however, a significant
implementation gap  remains.  Expert
assessments indicate that these reforms have
been either partially implemented or distorted
due to lack of political commitment,
insufficient technical capacity, fragmented
enforcement, and institutional resistance. The
core problem is therefore not legal deficiency,
but weak institutional capability and incentive
structures.

Institutional Fragmentation and Overlapping
Mandates

Key financial institutions—such as the
Ministry of Economic Affairs and Finance,
the Plan and Budget Organization, the
legislature, and the Supreme Audit Court—
play central roles in managing public
resources. However, overlapping mandates
and blurred boundaries between policy
formulation, execution, and oversight
undermine fiscal discipline.
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Parliamentary involvement has
increasingly shifted from strategic oversight
toward direct intervention in budget
formulation, often through the inclusion of
locally motivated projects without secured
financing. This practice weakens budget unity
and transforms the national budget into a
fragmented bargaining outcome. At the same
time, the Plan and Budget Organization lacks
sufficient analytical capacity for realistic
macroeconomic forecasting and systematic
appraisal of public investment projects,
contributing to unrealistic budgets and a
growing stock of unfinished projects.

External audit institutions remain largely
compliance-oriented, with limited emphasis
on efficiency, effectiveness, and value-for-
money. This focus distorts incentives,
encouraging budget absorption rather than
results-based accountability.

Overall, the findings indicate that PFM
reform failures are deeply rooted in political
economy and institutional constraints rather
than technical shortcomings. Reforms that
enhance transparency and accountability
threaten entrenched interests, leading to
delays, superficial compliance, or “isomorphic
mimicry.”

Budget Formulation: From Bargaining to
Strategy

A central weakness of Iran’s PFM system
lies in the budget formulation process.
Revenue forecasts—particularly for oil and
tax revenues—are systematically
overestimated under political pressure to
accommodate expanding expenditures. This
optimistic bias initiates a vicious cycle:
unrealistic  budgets, revenue shortfalls,
liquidity crises during execution, inflationary
deficit financing, and declining credibility of
the budget as a policy instrument. Over time,
this erodes trust and incentivizes agencies to
inflate future budget requests.

Despite  repeated legal  mandates,
budgeting remains highly annual and
incremental, disconnected from strategic
objectives. This short-term orientation has
fueled the proliferation of unfinished
development projects and weakened fiscal
discipline. Transitioning to a Medium-Term
Expenditure Framework (MTEF) is essential
to link macro-fiscal planning with annual

budgets and align resources with national
priorities.

Performance-based budgeting has also
faced limited success. Although legally
mandated, its implementation has been
constrained by centralized controls, lack of
cost and accrual accounting systems, and
insufficient managerial autonomy. Effective
PBB requires a shift from a compliance-driven
culture toward results-based accountability,
supported by gradual and realistic sequencing.

Parliamentary budget approval procedures
further exacerbate inefficiencies. Electoral
incentives encourage representatives to
prioritize  local interests, undermining
strategic allocation. Reforming this process
requires limiting parliamentary authority to
increase expenditures, enforcing fiscal rules,
and  strengthening  analytical  support
mechanisms.

Budget Execution and Financial Structure
Management

During budget execution, the emphasis
remains on compliance control rather than
active financial management. Although the
TSA is legally mandated, its potential for
optimizing cash management has not been
fully  realized. = Comprehensive  TSA
implementation would consolidate cash
balances, reduce idle funds, and improve
coordination between fiscal and monetary
policy.

Public asset management and investment
processes remain weak, characterized by
politically influenced project selection,
inadequate cost—benefit analysis, and poor
oversight. These weaknesses are central to the
unfinished projects crisis. Transparent
investment frameworks, integrated asset
registries, and effective management of
public—private partnerships are therefore
critical.

Fiscal risks arising from explicit and
implicit government liabilities—particularly
to banks, pension funds, and contractors—
pose serious threats to sustainability.
Strengthening public debt and fiscal risk
management within the Ministry of Finance is
essential.

State-owned enterprises (SOEs) represent
a major source of inefficiency and hidden
fiscal risk. Weak governance, opaque
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reporting, and limited accountability have
allowed SOEs to function as a “shadow
government.” Establishing unified oversight,
audited  reporting, and  performance
monitoring is a strategic priority.

Accounting, Reporting, and Accountability

Reliable data and transparent reporting are
prerequisites for advanced PFM reforms.
Despite  legal  requirements,  accrual
accounting implementation has lagged due to
capacity constraints and resistance to change.
A phased transition aligned with international
standards such as IPSAS is necessary to
provide a comprehensive picture of
government assets and liabilities.

Similarly, the absence of an integrated
Financial Management Information System
(FMIS) undermines real-time reporting,
internal control, and reform implementation.
FMIS development should therefore be treated
as a foundational reform.

The accountability cycle remains weak.
External audit focuses on compliance rather
than performance, audit findings are not
systematically followed up by Parliament, and
independent fiscal institutions such as fiscal
councils are absent. Internal control and
internal audit systems are also
underdeveloped, limiting transparency and
public trust.

Synthesis and Reform Roadmap

The analysis identifies deep structural
challenges stemming from the gap between
legal mandates and  implementation,
dysfunctional budgeting practices, weak data
infrastructure, hidden fiscal risks, and
ineffective ~ accountability = mechanisms.
International ~ experience  suggests that
sustainable PFM reform requires gradual,
sequenced, and prioritized implementation.

Accordingly, a phased roadmap is
proposed:

Phase I (1-3 years): Establish legal and
institutional foundations, strengthen
transparency, fully implement TSA, initiate
accrual accounting, and build capacity.

Phase II (3-5 years): Complete accrual
accounting, implement integrated FMIS,

operationalize MTEF, and strengthen internal
controls and audits.

Phase I  (5+  years):  Gradual
implementation of PBB, transition toward
performance auditing, and reinforcement of
parliamentary oversight.

Conclusion

This study demonstrates that Iran’s PFM
challenges are rooted less in legal or
technical deficiencies and more in political
will,  institutional = coherence, and
governance incentives. The proposed
framework provides both an analytical
diagnosis and a practical roadmap for
reform. Sustainable improvement depends
on strong commitment to good
governance, institutional integrity, merit-
based management, and continuous
monitoring through tools such as PEFA
assessments.
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