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Article Info ABSTRACT
Avrticle type: The inquiry into the fundamental drivers of societal progress and stagnation has long
Research Article occupied a central position in social and economic thought. In contemporary literature, New

Institutionalists such as Douglass North and Daron Acemoglu have sought to explain the
divergent trajectories of societies by elucidating institutional mechanisms and demonstrating
the correlation between the quality of political and economic institutions and developmental
outcomes. Conversely, Muhammad Bagir al-Sadr advances a distinct framework of social
transformation through a historical and analytical methodology centered on the pursuit of
justice, public participation, and communal leadership. Employing an exploratory and

Article history: comparative-analytical approach based on primary textual sources, this study critically
Received: 13 December 2025 examines these two paradigms. The findings reveal that al-Sadr, unlike New Institutionalists,
Received in revised form: 19 conceptualizes institutions as inherently ideological and value-laden. He contends that
April 2026 institutional effectiveness and legitimacy cannot be objectively evaluated in isolation from
Accepted: 02 June 2026 a comprehensive ideological worldview and the fundamental criterion of justice. While New

Published online: 22 June 2026 Institutionalism implicitly presupposes liberal capitalism as an indispensable prerequisite for
development, al-Sadr posits that the normative evaluation of social systems based on justice
must logically precede the appraisal of individual institutional arrangements. Furthermore,
al-Sadr identifies the primary catalyst for societal transformation not merely in elite
management, social pressures, or critical junctures, but fundamentally in inner human
transformation and the ideological alignment of the community (Ummah). Within this
framework, in contemporary Iran, the institution of Wilayat al-Fagih (Guardianship of the
Jurist), the jurisprudence-based constitution, and the sociopolitical structure fostering public
alignment with the Islamic system provide the institutional foundation for developmental

Keywords: progress. This structural alignment has enabled the country to overcome the historical cycle
Institutions, Justice, of dependency and underdevelopment, charting a distinct trajectory from secular models.
Muhammad Bagqir al-Sadr, New  Ultimately, al-Sadr’s justice-oriented theory presents a robust normative critique of secular
Institutionalism, Societal functionalist institutionalism, offering a viable alternative developmental model for Islamic
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Introduction

A central question in economics concerns the determinants of societal progress and
underdevelopment. This article examines the intellectual encounter between two prominent
paradigms: New Institutionalism, represented by figures such as Douglass North, the 1993 Nobel
Laureate in Economics, and Daron Acemoglu, and the Islamic economic theory of Sayyid
Muhammad Bagqir al-Sadr (1935-1980). The study provides a comparative analysis of the
institutional foundations of development within both frameworks.

New Institutionalists, adopting a historical and functionalist approach, conceptualize development
as the product of inclusive political and economic institutions that foster sustainable growth by
securing property rights and reducing transaction costs. In contrast, al-Sadr regards institutions as
inherently ideological and value-laden. Drawing upon the historical experience of the Islamic
community (Ummabh), he contends that authentic progress requires the rejection of imported
models in favor of designing and consolidating indigenous institutions rooted in Islamic principles.
From al-Sadr’s perspective, only institutions grounded in these principles can ensure the active and
sustained participation of the community in advancing social and economic development. This
conceptual divergence frames the core inquiry of this study: are institutions merely neutral,
functional instruments for economic growth, or do they embody fundamentally conflicting
worldviews?

Methodology

Employing an analytical and comparative approach, this study focuses on an in-depth examination
of the foundational texts of both paradigms across four key dimensions: the distinction between
inclusive and extractive institutions, the gradual versus revolutionary character of institutional
change, the normative criteria defining institutional efficacy, and the underlying contexts of
societal success or failure.

The analytical framework is structured in three distinct layers. The first layer examines seminal
texts within New Institutionalism, focusing on works such as Douglass North’s Structure and
Change in Economic History (1981) and Daron Acemoglu and James Robinson’s Why Nations
Fail (2012) to delineate their core theoretical tenets. The second layer investigates the primary
corpus of Muhammad Bagqir al-Sadr, including Falsafatuna (Our Philosophy, 1959), Igtisaduna
(Our Economics, 1961), Islam Guides Life (1979), and related treatises such as Wamadhat
(Glimmers, 1959). The third layer conducts a comparative synthesis of both frameworks across the
four thematic dimensions. Within each dimension, the New Institutionalist position is outlined first,
followed by a critical assessment from al-Sadr’s perspective.

Findings

1. Inclusive versus Extractive Institutions

New Institutionalists define inclusive and extractive institutions primarily through economic
criteria. Inclusive institutions secure private property rights, foster competitive markets, and reduce
transaction costs through non-extractive structures, such as independent judicial systems in
eighteenth-century Britain, thereby broadening economic opportunities. North frames this dynamic
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within open access orders, contrasting them with limited access orders characteristic of feudal
systems. Focusing on political governance, Acemoglu highlights post-1960 South Korea as an
institutional model where the broad distribution of political power facilitated sustained economic
growth.,

Conversely, al-Sadr critiques the formal inclusivity of these liberal arrangements, arguing that
genuine institutional inclusivity is rooted in divine religious frameworks grounded upon three core
principles. The first is ownership as a trusteeship, wherein human beings act as vicegerents of God
(Khilafat Allah), retaining rights to resource utilization only while prioritizing communal welfare.
The second principle is the institutional authority of religious leadership (Marja’iyyah), which
serves as a safeguard against the emergence of extractive arrangements and preserves the integrity
of inclusive Islamic institutions. The third principle is the labor-based theory of property, which
ensures widespread productive participation through the sovereign ownership of natural resources
and public wealth (Anfal) by the Imam, complemented by entitlements derived from direct labor
and human need.

2. Institutional Change: Gradual Evolution or Revolutionary Transformation?
North conceptualizes institutional change as a predominantly gradual, elite-driven process shaped

by evolving mental models and beliefs, exemplified by the historical transition from natural orders
to limited access and eventually open access orders in early modern Europe. In contrast, Acemoglu
and Robinson emphasize discontinuous disruptions, arguing that transformative institutional shifts
frequently stem from critical junctures, such as major wars or pandemics, which realign existing
balances of power.

Al-Sadr articulates an integrated transformation model that harmonizes gradualism with
revolutionary change within a normative, ideological structure. He underscores the progressive
cultivation of the community through moral and intellectual refinement, termed inner human
transformation (al-taghyir al-dakhili), as the indispensable prerequisite for institutional durability.
Nevertheless, he admits the necessity of revolutionary rupture in situations characterized by
systemic corruption, such as the Pahlavi state. For al-Sadr, such transformative leaps must be
guided by divine orientation rather than class conflict, led by legitimate religious authority rather
than secular elites, and anchored in faith-driven popular participation rather than mere
socioeconomic pressure. He identifies the 1979 Islamic Revolution in Iran as a direct empirical
manifestation of this tripartite model.

3. Normative Criteria for Institutional Quality
New Institutionalists evaluate institutional quality through consequentialist, performance-based

metrics centered on economic efficiency, such as aggregate productivity, GDP growth, and capital
accumulation. North defines effective institutions as mechanisms that lower systemic uncertainty
and transaction costs, while Acemoglu emphasizes structures that generate robust incentives for
productive enterprise.

Al-Sadr rejects this functionalist and value-neutral posture, asserting that institutions inherently
mirror their underlying ideological worldviews. Consequently, institutional evaluation is
inseparable from the foundational economic doctrine (madhhab) of a society. Within an Islamic
setting, superficially efficient liberal arrangements, such as unrestricted capital accumulation or
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unregulated market mechanisms, are regarded as detrimental if they foster usurious exploitation
(riba) or undermine collective welfare. Conversely, institutions anchored in Islamic jurisprudence,
such as socially responsible property ownership subject to religious taxes (Zakat and Khums) and
ethically governed markets that prohibit speculative hoarding (ihtikar) and fraud, are deemed
beneficial because they advance distributive justice and human moral development, even when
they entail short-term efficiency trade-offs.

4. The Foundational Context of Societal Success or Failure
North attributes long-term societal progress to the institutionalization of impersonal rules and the

centralized management of violence through modern state formation. Acemoglu and Robinson
locate the decisive factor in the political sphere, arguing that pluralistic power-sharing during
critical junctures, such as the Glorious Revolution of 1688, forms the bedrock of prosperity.

In contrast, al-Sadr attributes sustainable success to active popular participation within
development frameworks, safeguarded and guided by legitimate religious leadership. He identifies
two principal catalysts for institutional breakdown in Islamic societies: the uncritical adoption of
Western institutional frameworks alien to the indigenous culture, and the stagnation of religious
authorities in providing dynamic juridical interpretations adapted to contemporary realities. The
repeated failures of imported modernization programs across the twentieth-century Arab world
illustrate the former vulnerability. The experience of the Islamic Revolution demonstrates that deep
structural transformation can occur through the cohesion between the community (Ummah) and
religious leadership, even in the initial absence of advanced bureaucratic apparatuses. Conversely,
the erosion of this collective cohesion precipitates societal decline, regardless of formal
institutional sophistication.

Conclusion

The comparative analysis of New Institutionalism and the thought of Muhammad Baqir al-Sadr
reveals fundamental divergences in their theoretical foundations, normative objectives, and
analytical methodologies. New Institutionalists such as Douglass North and Daron Acemoglu
assess institutions primarily through their economic functionality, emphasizing mechanisms such
as transaction cost reduction and the security of property rights, thereby identifying inclusive
institutions as the primary engine of development. In contrast, al-Sadr contends that institutions are
inherently value-laden and ideological, possessing no normative legitimacy unless they are firmly
aligned with foundational Islamic values and distributive justice.

Regarding social transformation, Institutionalists emphasize elite bargaining and historical path
dependence (North) or institutional divergence during critical junctures (Acemoglu). Al-Sadr,
however, positions inner human transformation and active popular participation under the guidance
of religious leadership (Marja 'iyyah) as the core catalysts of societal change, arguing that external
institutional mechanics alone cannot generate authentic progress. Within al-Sadr’s framework,
institutional efficacy is contingent upon cultural and epistemological congruence with the
community (Ummah), necessitating the formulation of endogenous institutions grounded in Islamic
jurisprudence (Sharia). Consequently, progress is conceptualized not merely as aggregate
economic growth, but as a multidimensional transformation encompassing material, moral, and
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spiritual dimensions. By challenging the putative value neutrality and functionalism of New
Institutionalism, al-Sadr provides a distinct conceptual and developmental alternative tailored to
the sociopolitical realities of Islamic societies.
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