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War, Revolution, and the Maintenance
of Human Capital: An Analysis of
Iranian Budgetary Priorities

Robert E. Looney

Introduction

As it enters its second decade, the Iranian Revolution would
appear to be at an important and uncertain point — not because it
is in imminent danger of collapse or overthrow, but because
many issues it confronts remain unresolved and the cost of failing
to resolve them is rising. The war with Iraq only exacerbated
these problems.!

However as Clawson’ has observed, the country has faced a set
of circumstances remarkably unfavorable to its economic growth —
the oil price decline (and later collapse), the Iraqi invasion, and the
departure of many professionals and entrepreneurs in 1979 and
1980. Simultaneously the government’s basic political decisions such
as continuation of the war with Iraq, few concessions to those tradi-
tionally tied to the West,* a policy of thorough-going Islamization,
the deterioration of the country’s oil producing capabilities* and the
uncertainties associated with the Iraqi invasion of Kuwait, have
created grave complications.
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Most evident are the economic problems: high'mfl;txon;
(unofficially at around 35 —40 percent in early 1991); contm;:;: trr:;z ’
migration to the cities despite early 'at.tempts.t.o re.verseft‘ 1dusmai
and the underproduction and inefficient utilization O rxtnd st
capacity. During the war with Iraq, the go.vemme?nt con.vel elamS t(};
of the country’s most modern, best .equxpped mdusfma p e 10
munitions production. This was especially true of the actorx:ss in the
Teheran region for assembling motor vehicles. Thse proce
conversion will be complex and is likely to be loqg. o ol

Much as the regime has been able to stave off its problems, cif "
be increasingly difficult to ignore them, not le'ast bfecia(l)useiuion e
demographic explosion in Iran: frorr% a populatxon o 215 fion In
1990 to 28 million in 1966, to 47 million in 1986 'amd ome;k  milion
in 1991.7 By the year 2000, the country’s population ;vn ;1 e fzmre n
70 million.? In this regard, perhaps the key problem )Zr ;1 f: future 15
acing unemployment Recent iic? P P on resled i

.8 million. .
\;?ilelzgglog?dngnn:izn?;ﬁn the regular armed forces, thus forgoing
raining during this period. o

fur’tI'l;:: ;bility if the ci)untry to d;al “g'tlk'ltythe?ih irc::t())llcjrr:’:y vxt'gl,u g\gl;rcxé
term, be largely dependent on the abi o cc Lo upBre
its stock of human capital through the provision ol in
;tzmgtl?lts of education and training.dRezecrintlZs ::; ;ghogfseemgzrtl)tlel;iz

‘or commitment toward addre :
:E?gjlg; tg::a](?r;wing up of an ambitious five year plan ttl?F e;:(;jlfg;
a per annum growth of 8 percent iIil GDP (G;():i;so rll)og:.;tixsmarly v
and lays out targets for sectora reggner , iy

i . Measures to lower the fertility rate, create two '

?oglggczll'tzriencrease the government’s tax income as a proi)gcgr;c;r; 1c(:f its
expenditures are all included in the plan that runs from .
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Of particular importance is the anticipated expansion of public
expenditures. In recent years, as a result of growing budget deficits
and the consequent effect on inflation, real public expenditures
have followed a downward trend. Given the plan's policies aiming
at a reduction in the budget deficit and as a correlary, the inflation
rate over the next five years, real public expenditure is to increase
by an average of 3.8 percent a year. Included in the plan are plans
for a major expansion of the country’s school system. Specifically,
the plan hopes to increase the number of university students by 7.8
percent, while the number of school students will reach 16 million,
requiring construction of 46,000 extra classrooms."

The plan originated in 1983, but the government was then unable
to push it through a hostile parliament. Starting in early 1990, the
Rafsanjani government began to work in earnest on a change in
economic philosophy. After years of an isolationist and war
mentality, the government had a mandate to borrow from abroad, to
liberalize and reconstruct the economy.

Several interesting issues arise for the future. First, how sound is
the educational/human capital base upon which the plan must
build? In this regard, how have educational expenditures fared
during the Revolution and Gulf War? What priorities does the
government appear to have set concerning education? Have the
government’s allocations to the educational system been biased and
in what way? And if so, how did the Islamic Republic’s budgetary
priorities toward éducation differ from those of the Shah?

The purpose of the analysis below is to examine these questions.
Based on the results of this analysis, several conclusions will be
drawn concerning the country’s stock of human capital.

Education

The first serious attempts at eradicating illiteracy in Iran occurred
in the 1930s under Reza Shah. Yet, a coordinated push to improve
the fundamental skills of the population was not undertaken until
the 1960s when a mass campaign occurrediyinder a Literacy Corps
program as part of the then Shah’s While Revolution. A great deal
was achieved in a short time and by 1979 the literacy rate had
improved substantially to 55 percent of males and 30 percent of



females. According to the 1986 census, 62 percent of those school-
age or older were illiterate." -
Enrollment rates have been shown steady increases over time,
especially in the primary levels. Still, these rates appear to_have
leveled off at the secondary level with male enrollment rates in the
mid-1980s (Table 1 and 2). As a basis of comparison, Iran’s enroll-
ment rates are favorable, relative to its regional neighbors and
countries with a similar level of income. On the other hand the
country’s illiteracy rate is considerably above other countries in its
income range. :
Following the Revolution, the educational system was changed so
that all teaching conformed to Islamic principles as ordained by the
regime. Great emphasis was given to"ensuring that the young would
be brought up as totally committed Muslims. In some ways, the
quality of education was improved. Still, higher education [')rese‘n'ted
the government with continuing problems since the umvcr-s'mes,
especially the two main foundations in Teheran, were by traditional

Table 1
Iran: Progress Towards Educational Attainment
1979-1986

1970 1975 1977 1982 1985 1986
Education Exp. (% GDP) 3 3
Enroliment Ratio (Primary/Total) 72 93 101 97 112 117
Enrollment Ratio (Primary/Female) 52 71 80 82 101 107
Enrollment Ratio (School Age) 27 45 42 39 46 47
Enrollment Ratio (Secondary/Female) 18 33 32 32 37 38

Science/Engineering Students 32 38 35 35 29 28
Pupil/Teacher Ratio: Primary 32 29 32 20 22 28

Pupil/Teacher Ratio: Secondary 36 27 24 15 16 21
Pupil/Teacher Ratio: 79

Repeater Rate (Primary) 9 10 12
Iliteracy Rate (OveralD 49
Iliteracy Rate (Female) 61

Source: The World Bank, Social Indicators of Development, 1982 (Baltimore: Johns
Hopkins University Press, 1989), p. 147. Noles: Enrol}ment Ratios = % .of school
age group; Science Engineering Students = % of tertiary students; Pupil/Teacher
Ratio = pupils per teacher; Pupils Reaching Grade 4 = % of cohort; Repeater Rate

Table 1
Iran: Relative Progress in Education

Year
Same
251030 15t020 Most  Income Same
Years Years Recent Group Region
Enrollment Ratio (Primary/Total) 63 93 . 117 103 87
Enrollment Ratio (Primary/Female) 40 71 107 99 78
Enrollment Ratio (School Age) 18 45 47 57 47
Enrollment Ratio (Secondary/Female) 11 33 38 56 38
Science/Engineering Students 17 37 27
Pupil/Teacher Ratio: Primary 32 29 29 27 31
Pupil/Teacher Ratio: Secondary 30 27 22 18
Pupil/Teacher Ratio: 79 77 78
Repeater Rate (Primary) 9 11 18 7
lliteracy Rate (Overall) 49 22 50
literacy Rate (Female) 61 26 57

Source: The World Bank, Social Indicators of Development, 1989 (Baltimore: Johns
Hopkins University Press, 1989), p. 147. Notes: Enrollment Ratios = % of school
age group; Science Engineering Students = % of tertiary students; Pupil/Teacher
Ratio = pupils per teacher; Pupils Reaching Grade 4 = % of cohort; Repeater Rate
= pereentage of total enrollment; Hliteracy Rate = % 15 years old and over.

standards politically liberal and secular. They were closed for a long
period, reopening in 1983 with modified Islamic syllabi and
controlled intake of “acceptable” students." :

Iran has been in almost total intellectual and literary isolation
since the Revolution. Now, ideas, literature and new scientific
advances from outside penetrate only slowly into the Iranian system
because of attitudes, policies, and recently, a severe shortage of
financial resources.” The fact that over 50 percent of the population
is under 15 years of age means-that the imprint of Islamic education
is very powerful. This is especially evident since a growing number
of the population have experienced no real schooling other than of
the Islamic Revolutionary type. Simultan&ously, there has been a
contraction in higher education.

13 fran: Country Profile: 1990-1991 (London: Economist Intelligence Unit),
n. 13.



In the wake of the Revolution, there was a significant outflow of
people and capital from Iran, the former even more damaging to the
country’s future prospects than the latter. Most of those who fled the
country between 1978 and 1980 were professional people, industrial
capitalists, landowners and experienced administrators or techno-
crats. These groups represented many years and even generations of
expensive and time consuming training and education. As of mid
1990, there were approximately two million Tranians living outside
the country.' For all its faults, this stratum of society possessed the
skills necessary for running what was becoming an economically
sophisticated state. The mark of this loss is still instantly apparent in
present day Iran.

Employment

As noted above, the employment situation in Iran has
deteriorated in recent years. This is in sharp contrast to the boom
period of the seventies. During this period, a serious shortage of
labor existed in certain key sectors."” At that time, up to one million
Afghan immigrants were attracted into agriculture and general labor
in Iran, while many Iranian migrants to the Gulf states were induced
by the prosperous conditions in Iran to return to their homes.

Collapse of the economy after 1976 brought on growing but
generally modest levels of unemployment as the level of activity fell
off, especially in construction and services. Young males who had
often been employed in multiple shift work occupations found work
less easy to come by, and new immigrants were not absorbed
into the labor force on the previous scale. Much distress at this
time arose from the fall in disposable income among the manual
laboring groups as they faced rapidly increasing prices for their
essential needs. ‘

In short, the rebuilding of the economy will be gradual. But,
more ‘important, it will reverse the downward trend in per
capita income that started with the revolutionary movement in
1978. According to official sources, based on the fixed prices of
1974, per capita income fell from 114,000 riyals in 1978 to
5,500 riyals in 1988. ' x

In the period before and after the Revolution, what appeared to
be a gradual decline on the employment front became a severe
deterioration.”® The causes of the problem varied. Flight by factory
owners, continuing migration of rural people to the towns,
shutdown .of major construction projects and displacement of
people in the war zone all added to the government’s difficulties.
By 1986, there were some 3.8 million of the adult workforce of
13.3 million unemployed, up from 3 million in 1984. At the time of
the 1986 census only 20 percent or, so, of the population was
gainfully employed.

Those figures mislead in the sense that large areas of disguised
unemployment exist in all sectors. Most farming activity takes place
during the warm months of the year. Industry retains many workers
in employment for welfare purposes. Services are an all embracing
term covering people in low productivity occupations such as
cigarette selling and other similar activities. Given continuing poor
economic conditions and a high rate of entry into the labor market,
unemployment can only get worse despite the government’s
dedication to full employment.

In terms of the country’s school system, an average of only 4,000
of the total 23,000 graduates have been able to find jobs in recent
years. Between 1977 and 1986 only one-fifth of the graduates
meeting entry requirements were employed by the civil service.
Some 70,000 of the country’s doctors have found jobs abroad. While
this is a massive brain drain, this issue is not so straightforward:

Ironically, while many qualified doctors must seek work
abroad, Iran’s industrial sector — at present operating at only
about one-third of its capacity — is crying out for bighly
qualified recruits and potential managers to bead the
development plan for the next five years. The brain drain
reflects not only the baby boom, but also the lack of co-
ordination between industrialists and the country’s higher
education planners. The massive youth market remains largely
untrained to do the jobs for which it was trained.”

19 Thnemmae Cancilla @Tha Taliae Masleat 2 Dananccaliiticcneee Tanw » :



Trends in the Government’s Budget

In response to falling oil revenues, after the revoluFion the
government has generally adopted a fairly orthodox pohcyf. ’Ijhe
government deficit as a percentage of GDP reflects the continuing
and drastic fiscal measures to reduce it to between 7 and 8 percent
of GDP or just about the same levels as the year before the
revolution. Exceptions were when oil income fell steeply in 1981-82
and 1986-87, when the deficit reached 10-11 percent of GDP.

The method by which the government has curtailed its deficit
constitutes the most stringent development in its domestic economic
policy.? There has been an extraordinary shrinking of government
expenditures in real terms. Speciﬁca.lly, actual expenditures — not
just the budget ~ fell from 2.5 willion rials the year before the revo-
lution (1977-78) to 1.4 trillion rials five years later in 1977-79. In
terms of its share of GDP, the reduction in government expenditures
over this period from 1977-78 to 1983-83 was 18 percent.(from 46
percent to 28 percent). Even worse, this was during a period when
real GDP fell. .

This reduction seems to be among the most rapid and extensive
experienced by any government since the systematic colleqion of
such data began after World War 1I. No industrialized nation has
ever been able to reduce expenditures in any five year period by
as much as 5 percent of its GDP. The much applauded efforts of
Latin American governments to cut spending in response. to the
debt crisis were much more modest than Iran’s response to its own
crisis; indeed the International Monctary Fund (IMI) has been
criticized for demanding expenditure reductions that were as high
as 10 percent of GDP.*

Over the last five years, the ratio of current and development
(fixed investment) expenditures to the total suggests that ben.vveen
80 and 90 percent of current government expenditures consist of
salary payments to civil servants and procurement .of consumer
goods, and only the remaining 10 to 20 percent is for implementing
various economic policies. .

It is also apparent that the government's efforts to check current
expenditures over the last few years have not l)qen successful, w1§h
its ratio to the total expenditures going up to nearly 75 percent in

1366 (1987-88).

The war expenditures, in turn, fell into two categories: current
and development. Development expenditures consisted of such
things as the construction of air raid shelters and other non-active
defenses. In recent years, total war expenditures to total government
expenditures went up from 32 percent in 1986-87 to more than
34 percent in 1987-88.

Obviously, the rise in current expenditures in recent years has
automatically reduced development expenditures and, as a result,
investments for employment and the possibility of increasing the
economic productivity potential.

With regard to specific categories, educational expenditures while
declining in absolute terms, were able to stay around 20 percent of
total government expenditures over the 1980-86 period. Economic
expenditures fell from 24.0 percent of the budget in 1980 to 15.7 in
1986. It should be noted, however, that although falling in absolute
terms, the 19.6 percent of the budget allocated to education was
considerably higher than its share in the 1970s.

The 1990/91 budget® which covers the first financial year under
the new economic planning forecasts IR 3,964.5 billion for recurrent
costs, up by almost 16 percent over the 1989/90 budget. Nearly 46
percent of the budget will be allocated to welfare sectors. The
development budget is designed to initiate a process of planned
growth in the economy and is up by sixty percent over the
financial year 1989/90. Iranian authorities anticipate a total deficit

of IR 1,586 billion.

The budget takes up the theme of the plan, sctting physical
targets for the year of which the principal ones are: oil output
rising to a sustained 3.57 million barrels per day; construction of
5,424 housing units for civil servants and workers; the laying of
1,800 km of highway; and substantial expansion of school and
hospital facilities.

Presumably, the heavy emphasis in the budget on the physical
plan is to demonstrate that the government is serious about
improving conditions and to muster popular support for the
cconomic development program during itd" initial phases. Unfortu-
nately when measured against the real post-war needs of the
country, the budget is very modest. It has limited objectives, and
these are defined in material terms alone. There is no indication of



the fiscal and other reforms to the state system that will be needed
to achieve a thorough going change in the country’s economic
fortunes. There are few signs that the government will be able to
tackle the endemic problems such as high inflation, the instability of
the rial and food subsidies.”

Clawson correctly notes, however, that Islamic Iran’s expenditure
reduction should be seen against the background of the oil boom.
To a large extent, the Islamic Republic simply returned to the level
of government that had prevailed until 1973. Reducing expenditure
is always difficult, but it may be less so when the program cut is of
somewhat recent origin. Also, much of the reduction was in
development spending, which fell in inflation adjusted terms by
80 percent from the pre—revolutionar'y past. Reducing expenditures
on such development projects as roads, power plants or factories is
relatively simple; as on-going projects are completed, work on new

projects is postponed.

Budgets Under the Islamic Republic

In fact, the budgets implemented under the Islamic Republic
provide a good indication of the significant changes in priorities of
the state. Such changes have been largely in the direction of more
unproductive expenditures and provision of basic needs items.*

Initially the government favored a budget less dependent on oil
and more on taxes. The public incomes were to be spent largely on
such activities as agriculture, rural development, producers goods
industries, electricity, and transportation. The least developed
provinces, the working people, and small-scale productive
operations were (o receive more assistance from the state. These
and similar policies were to be implemented to help realize the
goals of economic self reliance, restructuring of the consumption
patterns and social justice.”

As Amirahmadi notes, unfortunately before much could be
achieved in these areas, struggles over political and social question
of the Revolution began, the war erupted and oil revenues declined.
These led to fiscal and monetary’,constraints, increased bottlenecks
and forced the state to change its priorities and policies in favor of

23 [ran: Quarterly Review (London: Economist Intelligence Unit, 1990, No. 2, p. 14.

24 Hooshang Amirahmadi, Revolution and Economic Transition: The Iranian
. L it eiter ~F N Verk Press 1000), n. 163,

more allocation for the war and basic needs la
ely at th
of development funds Amirahmadi.? rgely at the expense

Costs of the War

There is no doubt that the war has profoundly distorted Iran’s
economy, quite apart from the incalculable human cost that includes
more than a million dead and injured and between 1 and 2 million
dlsplaced persons. Because Iran has not published detailed national
statistics since 1977 means that any attempt to estimate the cost of
the war is extremely difficult. The difficulty arises because each esti-
mfite selects different components of cost and thus is not comparable
with the others. Also, these estimates refer to different time periods.?

‘ Afs Joffe and McLachlan® note, annual costings of the war sh.ow
similar yariations. In financing the war, Iran was constrained by lack
of foreign exchange — especially after the 1986 oil price collapse
The result was to limit its expenditure on arms during the lasé
several years of the Gulf War to $2-3 billion annually.

.While the costs of the war were staggering, when seen in
hl§to.ri_cal context they do not appear to have altered budgetary
prlc?rmes to a significant extent. Surprisingly, defense expenditures
during the first eight years of the war held at levels approximating
those under the Shah. The low expenditures during the war were
c.lu.c to three factors: (a) the government’s inability to obtain sophis-
ticated and expensive equipment, (b) greater reliance on voluntary
forces, and (c) a reluctance to impose austerity on the public.?

Budgetary Tradeoffs Involving Education

.B.cfore any assessment can be made of the country’s ability (and
wnllmgness) to maintain or even improve its stock of human capital
some idea must be gained about the factors affecting’the govem-,
ment’s expenditure decisions. To-what extent did the Gulf War affect
educational expenditures? Has education been a priority of the

Revolutiona‘ry g(?vernment? Are other budgetary categories cut only
after reductions in the educational budget? "

26 Amirahmadi, Op. cit. cit., pp. 163-164.

27 GLOIge Joffe and Kelth Mclachldn Iran an ! g alemale —
s y d T aq. Bulldln on tbe St 1
-'[X‘L’a‘ REPOH No. 1 164 (IDndOn. I‘KOX 10Mmist Intelll cnce p
g NC Unlt, Nove 988
mber 1 ), . 23.

M) “*frani- 20 H . .
29 "tranian Economv: Picking Up the Pieces.” Middle Fast Economic Digest
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When public policy demands exceed the available public
resources, budgetary trade-offs often occur between and among
different policy areas:® One policy area may gain at the expense of
policy areas in the allocation of scarce resources. Budgetary trade-off
patterns range on a continuum between two extremes. For example,
in the case of defense expenditures and allocations to education, it
may be that allocations 1o defense come at the expense of educa-
tional spending; that is, as defense spending increases, spending on
education may actually decrease, producing a negative trade-off.

This pattern reflects a substitution effect.” A positive trade-off
occurs if defense spending increases stimulate real increases in
education spending. Of course, it is always possible that defense
spending bears no relationship, negitive or positive, to education
spending, producing a pattern in the middle of the trade-off
continuum ~— no tradeoft. ‘

What literature exists,” suggests that the defense/education
tradeoff is complex, and may be affected by several factors
including: changes in regime (military/civilian — authoritarian/
democratic), wars/regional conflicts, austerity measures/budget
deficits and foreign exchange shortages. Some or all these factors
must be included in the regression equation o obtain less biased

estimates of any tradeoffs between education and other categories
of government expenditures.

Based on the discussion above, it is clear several factors have had
a potential affect on the share of educational expenditures in the
government budget:

1. The Revolution. The change in regime type from monarchy
to Islamic republic is likely to have shifted priorities toward
education, although this factor may be somewhat different
depending on whether the level of education is primary,
secondary or university. This is a dummy variable with values
of 0 for 1970-77 and one for 1978-86.

the Iranian situation see Robert E. Looney “The Role

30 For an carlier analysis of
re-Revolutionary Iran’s Economic Decline,” franian

of Military Expenditures in P
Studies (1988), pp. 52-74. .
31 Joel Venner, “Budgetary Trade-offs Between Education and Defense in Latin

America: A Research Note,” Journal of Developing Areas (October 1983), p. 78.
32 For a recent survey of the relevant literature see: Robert E. Looney and P.C.
W e et Piaailine Dulo in Aroentina: An Analysis

2: 779.e Iran-Iraq War. This seems to be a pure guns vs. butter
situation, with the government reducing its commitrr.lent to
education to divert resources to the war effort. This is a
dummy variable, depicted with zeros for the pre-war yea d
ones for the years of the war. e
3: Gove-rnment Fiscal Deficit. This factor could work in
cither direction, depending, in part, on the priorities of the
government toward the educational sector. Larger deficits ma
hav.e.occurred to maintain educational programs or lar e);
deficits to finance other expenditures may have forced lt;he
government to reduce allocations to education as part of an
austerity program,
4. Sectoral Priorities. This factor includes the guns vs. butter
analogy discussed above. Still, educational expenditure's could
be affected (positively or negatively) by movements in any of
the other major budgetary categories. Besides education ythe
budgetary data presented by the International Monetary I,?und
for I}'an International Monetary Fund, Government Finance
Statistics Yearbook™ include: (a) general public services
(b) defense, (c) health, (d) social security and welfare’
(e) housing, (f) community services and (g) economic services ’
| Icrll other summary, we might expect the share of the government
oudget allocated to education to be greater: (a) the smaller th
’dgflcn, (b) during peace time, (c) after the revolution and (d) in th:
?h aste:;::: C?lfr r:::er strong budgetary priorities. Because it appears
. gqvemment treats allocations to primary education
in a somewhat different manner than its funding of second
schools, analysis also focused on the funds allocated to each o
of sch_ool. Similar tests examined the share of the budget alloczgs
to university education. However, the proportion of the budget
allocated to this activity was not only small relative to the two otl%e
types of schools, but also very irregular from year-to-year. Be .
of the latter problem, no strong patterns existed. YR peeae

hlain Findings "‘i

. }Vithhregard to budget allocated to all expenditures on education:
nly those other budgetary allocations that were statistically



significant are reported here. Analysis consisted of a multiple
regression technique for the period 1970-86.* .
1. The fiscal deficit was by far the most important variable
affecting the share of educational expenditures in total
government expenditures. This variable accounted for over
sixty percent of the fluctuations in the educational share of the
budget. It appears that the government was willing to increase
its deficit to maintain the level of instruction.
2. The major budgetary tradeoff was'a positive one, and
involved the association between education and the catch-all
category of “other services.” A positive, albeit weaker, correla-
tion occurred with general public services. )
3. As anticipated, the revolution introduced a new set of
budgetary priorities, with education’s share of the budget
increasing in relative (but not necessarily in. absolute terms)
significance after the overthrow of the Shah.
4. As anticipated, the war took its toll by significantly
decreasing the share of funds allocated to the country’s
educational efforts.

In general, therefore, education suffers from no really serious
negative tradeoffs with the other major budgetary allocations, and
therefore should ceteris paribus increase in relative importance in
the post-war years. It should be noted, however, that a fairly weak
but negative tradeoff with economic expenditures occurred. This
variable will be examined more thoroughly below, since it may
provide some insights about possible short-falls to education during
the period of post-war reconstruction.

with regard to the factors affecting the share of the budget
allocated to primary education:

1. As was the case with total education, the fiscal deficit was
the most significant factor affecting the budgetary share
allocated to primary education. This variable accounted for
over one half the fluctuations in primary education’s share of
the budget over the 1970-86 period.

2. The revolution’s emphasis on primary education is apparent
in its contribution to the regression equation — increasing the

34 A complete and detailed set of results can be found in: Robert E. Looney,
«Education versus Defense Expenditures in 2 Conflict State: An Analysis of
Budgetary Priorities in Contemporary Iran,” Working Paper Series, Department of
National Security Affairs, Naval Postgraduate School (February 8, 1990), copies of

explained variance by nearly forty percent, a much greater
incremental increase than in the case of total education.

3. The major budgetary tradeoff was a negative one with the
cat'ch-all category “other services.” Apparently the Islamic’
regime provides a certain type of services not available under
the Shah. These services have expanded in part at the expense
of primary education.

4.‘Interestingly enough, primary education has such a high
priority with the present regime that the war does not appear
to have seriously affected its relative position in the budget.

5. As noted with total education, a weak and negative tradeoff
exists with economic expenditures. Since economic expendi-
tures consist of a diverse group of activities, we examine this
budgetary category in greater detail below.

For secondary education, a much different pattern emerged:

1. Apparently the government was unwilling to incur larger
budgetary deficits simply to fund this type of activity — the
fiscal deficit was insignificant when regressed on the share of
secondary education in the budget.

2. Other social expenditures were the strongest determinant of
secondary education’s share of the budget, with the war
reducing the share of funding for this type of activity.

3. It is also interesting that the change in budgetary priorities
associated with the overthrow of the Shah may have actually
resulted in a reduction in the relative importance of secondary
education. This relationship is fairly weak, however, and
probably does not reflect a major bias of the current r(::gime
against secondary education, per se.

4. Finally, the percentage of variance on the share of secondary
education explained by the model is considerably lower than
was the case with either total or primary education. In part, this
{nost likely reflects @ weak commitment by the govcmmc;lt t(\)
instruction at this level.

One: of the more interesting (and surprising) findings from this
;m‘alysn.‘x; was the role of the budget deficit in. funding primary ;mc‘l
(since it consists mostly of primary education) total education. To
detgrmme the relative importance of education in this regard
additional regressions were run with the deficit the dependeni
variable. Other budgetary shares were included with the Revolution
term and the Iran-Iraq War dummy variables. The results of this



1. Education (either total or primary) was the only budgetary
category associated with increases in the deficit. In fact,
increases in the share of funds allocated to education
accounted during the period under consideration for over
seventy percent of the increase in the fiscal deficit.

2. The revolutionary regime appears slightly more disposed
than its predecessor to run deficits, but this effect is not
particularly strong.

3. Contrary to the situation in most countries, the war does not
appear to have had much, if any, effect in increasing the size
of the deficit.

4. Substituting the share of the budget allocated to defense for
the war term also does not enable one to account for the
increase in the deficit in recent years. In fact, the defense term
has a positive sign, indicating that higher levels of defense
expenditures are actually associated with lower deficits.

It appears, therefore, that both the Shah and the Islamic leaders
gave a high enough priority to (primary) education so as to be
willing to risk the inflationary impact usually associated with
increased budgetary deficits. No other sector appears to have been
elevated to this status by either regime.

It was noted earlier that a slight negative budgetary tradeoff was
found in the aggressions of the share of economic activities in the
budget upon education (both total and primary). Further analysis
was undertaken to determine, through disaggregating to the various
components of economic expenditures. Based on the level of detail
provided by the International Monetary Fund data, these included:
(a) total economic services, (b) general administration research and
regulation, (c) agriculture, (d) mining manufacturing and construc-
tion, (e) electricity, gas and water, (f) roads, (g) other transportation
and communication, (h) fuel and energy, and (i) other economic.
Building from a three variable model containing the deficit, the
Iran/Iraq War and the revolution, the various economic categories
were added on a one by one basis. The results indicate that:

1. Both total economic services and those involving mining,
manufacturing and construction had a negative, but weak,
effect on the shares of the budget allocated to either total
education or primary education.

2. The greatest impact from the economic portion of the
budget was the fairly strong negative impact of fuel and energy

Conclusions

S.mc.e seizing power, the Islamic regime has been able to
maintain, if not significantly increase, the country’s stock of huma
capital. Most likely, this has come at some cost in terms of inﬂationn
and perhaps resources that could have been allocated mo ,
effectively in the higher levels of training. With the completion :)ef
Fhe war, the country’s focus will most likely turn to increasing its
investment in its younger citizens. It is unlikely that, at least atg th
primary level, education will face major problems in,maintainin it:
bL'xdgetary share, despite the increasing economic costs associfted
with reconstruction. Increases in the absolute amounts of resou
allocated to both activities should help revive the economy e
. However, it is hard to see major increases in growth .occurrin
in the. lo‘nger term unless the government is willing to alte%
1ts priorities towards increased funding of secondary and

university level education. There is i
: . no evidence :
will be the case. to date that this



