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The budget, as a key policy tool, significantly impacts Iran's macroeconomic variables. In recent years,
the country's economy has faced a persistent challenge of budget deficits. However, evaluating the
performance of annual budgets based solely on a single indicator, such as the deficit, may lead to
inaccurate and misleading judgments, as other critical budgetary dimensions are overlooked. To address

this, the present study aims to provide a more comprehensive analysis of the government's financial
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performance by designing a composite index that incorporates several key budgetary variables. This
index, focusing on government expenditure patterns and revenue efforts, analyzes budget data from 1991
to 2023, which cover more than three decades. The findings reveal significant fluctuations in the index
over the study period, with a notable decline in recent years. This downward trend indicates a reduction
in the government's financial efficiency and underscores the need for a multidimensional analysis of
budget performance, moving away from single-factor approaches.
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2000s 2010s-2023

1. Introduction

The public finance sector, alongside the monetary sector,
constitutes a fundamental pillar of national economic
systems. It operates within a framework of laws,
institutions, and political processes and plays a crucial role
in achieving macroeconomic objectives. Instability in this
sector, influenced by multiple economic and political
factors, can pose serious risks to economic performance. In
particular, the interaction between political institutions and
economic actors is essential for ensuring fiscal
sustainability and supporting long-term development
goals.The importance of public finance becomes especially
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evident during the budgetary planning process. However,
the absence of a simple and reliable indicator for assessing
the government’s capacity to control fiscal variables has
limited the evaluation of fiscal performance. Fiscal
governance, as reflected in annual budgets, represents a key
mechanism through which public resources are allocated
and managed. It encompasses the rules, institutions, and
procedures that guide budget formulation and
implementation. Accordingly, the degree to which fiscal
outcomes deviate from planned targets can serve as a
meaningful measure of the effectiveness of fiscal
governance.In response to the lack of a comprehensive
indicator for evaluating fiscal governance and public
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finance performance, this study proposes a composite index
based on aggregated budgetary information. This index is
particularly relevant for countries such as Iran, which face
structural challenges including economic sanctions and
dependence on oil revenues. By examining fiscal
performance over the past three decades and comparing
budgetary targets with actual outcomes, the proposed index
aims to provide a systematic assessment of fiscal
governance over time. Using data from major national
institutions, it offers a transparent and longitudinal
perspective on the quality of fiscal management and serves
as an early-warning tool for potential fiscal and budgetary
risks.
2. Methodology

To construct the composite fiscal governance index, this
study employs Principal Component Analysisas al
dimensionality reduction technique to address the high
dimensionality of fiscal data. Given the large number of
available budgetary and financial variables, PCA is used to
extract the most informative components while minimizing
information loss. By applying linear transformations based
on eigenvalues and eigenvectors, the method summarizes
the original variables into a smaller set of uncorrelated
components that capture the maximum variance in the data.
This approach enhances interpretability, reduces
computational complexity, and improves  the
generalizability of the model. In addition, reconstruction
error is used as a criterion to assess the quality of the
dimensionality reduction, while the assumption of linearity
and sensitivity to noise are carefully considered in the
empirical analysis.The implementation of PCA follows a
standard five-step procedure. First, all variables are
standardized to ensure comparability across different
measurement scales. Second, a covariance matrix is
computed to identify the relationships among the original
variables. Third, eigenvalues and eigenvectors are derived
from the covariance matrix to determine the principal
components and their relative importance. Fourth, a feature
vector is constructed by selecting the components that
explain the largest proportion of total variance. Finally, the
standardized data are projected onto the selected
components to generate the composite fiscal governance
index. This procedure enables a systematic comparison
between budgetary targets and outcomes and provides a
consistent framework for evaluating fiscal performance
over time.
3. Conclusion and Implication

1PCA
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The empirical findings show that Iran’s fiscal governance
has experienced significant fluctuations over the past three
decades, largely reflecting changes in political conditions,
economic performance, and budgetary structures. During
the 1990s, the fiscal governance index remained relatively
stable and at an acceptable level, supported by post-war
reconstruction, moderate growth in oil revenues, improved
capital expenditures, and better control over public debt and
budget deficits. The index increased from around 0.8 in the
early 1990s to nearly 1 in the mid-decade, before declining
to approximately 0.6 by the end of the decade. In contrast,
the 2000s were characterized by increased volatility, with
the index fluctuating between 0.4 and 0.6. Despite some tax
reforms and temporary increases in oil revenues, strong
dependence on oil income and rising current expenditures
prevented sustainable fiscal consolidation.The period from
the 2010s to 2023 represents the most challenging phase for
fiscal governance. After a brief recovery in 2012, the index
deteriorated sharply due to intensified international
sanctions, declining foreign exchange revenues, and severe
constraints on oil exports. Between 2013 and 2019, the
index remained around 0.4, showing only limited
improvement. A major decline occurred in 2020, when the
index fell below 0.3, and by 2023 it had dropped below 0.2,
indicating severe fiscal fragility. This deterioration reflects
the accumulation of public debt, rapid growth in current
expenditures, persistent structural deficits, reduced capital
spending, and declining public confidence in fiscal
management. Overall, the results indicate a long-term
transition from relative fiscal stability in the 1990s to
heightened vulnerability in the 2000s and pronounced
deterioration in the 2010s and early 2020s. These findings
highlight the urgent need for structural reforms in Iran’s
fiscal framework, including reducing dependence on oil
revenues, strengthening sustainable income sources such as
taxation, improving debt management, and enhancing the
efficiency and transparency of public spending.
Implementing these reforms is essential for restoring fiscal
sustainability, improving governance quality, and
supporting long-term economic development.
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