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Abstract

Considering the problems caused by the inefficiencies of the current policy of gasoline
subsidy allocation in Iran, especially the unequal distribution of subsidies among different
income deciles, gasoline smuggling, and the increase in the emission of pollutants caused
by gasoline consumption, in this study, the results from the simulation of 18 scenarios to
reform the price of gasoline, in the form of the type of gasoline subsidy removal (during
three years, during five years, and ten years), the kind of support compensation (cash or
quota) and the level of support coverage (all income deciles, low and middle-income deciles
and only low-income deciles) were analyzed on gasoline consumption, general inflation,
government budget deficit and total welfare. For this purpose, the required data was
collected from the social accounting matrix of the Central Bank of the Islamic Republic of
Iran, and the new approach of the recursive dynamic calculable general equilibrium model
(RDCGE) was used to analyze the data. The results showed that among the examined
scenarios, the best scenario is the scenario of removing the gasoline subsidy during the ten
years (bringing the price from the current $0.05/liter to the FOB Persian Gulf price of
S1/liter), cash support compensation (payment Cash equivalent to the quota of 60 liters of
gasoline per month) and support compensation for low- and middle-income deciles. In this
case, the price of gasoline should increase annually by 34.93%. Also, gasoline consumption
will decrease by 8.0%, the government budget deficit will decrease by 8.2%, general
inflation will increase by 8.5%, and total welfare will increase by 1.8%.
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1. Introduction

Among the different energy carriers, the
policy-making of gasoline in Iran has
always been a challenging issue, and the
fact that gasoline has become an
important commodity in the eyes of
Iranians has caused its pricing to acquire
wide economic, political, and social
dimensions. In addition, the supply of
gasoline by the government, as the only
supplier of this product in the whole
country, has caused the market
mechanism in determining the price of
this product to be unjustified and the sole
supplier of gasoline to determine the
price. On the other hand, in the current
conditions, any person who has more
movement and mobility, either by using
public transportation or by using personal
vehicles, uses more cheap gasoline, and on
the contrary, those who have less need to
travel within urban or suburban areas, use
less hidden subsidies. Considering the
problems caused by the inefficiencies of
the current policy of gasoline subsidy
allocation in Iran, especially the unequal
distribution of subsidies among different
income deciles, gasoline smuggling, and
the increase in the emission of pollutants
caused by gasoline consumption, in this
study, the results from the simulation of 18
scenarios to reform the price of gasoline,
in the form of the type of gasoline subsidy
removal (during three years, during five
years, and ten years), the kind of support
compensation (cash or quota) and the level
of support coverage (all income deciles,
low and middle-income deciles and only
low-income deciles) were analyzed on
gasoline consumption, general inflation,
government budget deficit and total
welfare.

2. Method

In order to achieve the goal of the
research, the required data was collected
from the social accounting matrix of the
Central Bank of the Islamic Republic of
Iran. Also, the new approach of the
recursive dynamic calculable general
equilibrium model (RDCGE) and MatLab
software were used to analyze the data. In
the RDCGE model, the dynamics are based
on the assumption of adaptive
expectations. So that the economic agents
assume that the current conditions of the
economy will prevail in the future periods.
These models are a type of general
equilibrium model that can be statically
calculated in different periods, and the
relationship  between  periods  is
determined by behavioral equations for
endogenous variables such as capital
accumulation and the updating of
exogenous variables such as labor supply.
Also, since a recursive dynamic model is
solved in the form of one period at any
time, it is possible to separate the intra-
period (static) and inter-period (dynamic)
components of the model.

3. Findings

The results showed that among the
examined scenarios, the best scenario is
the scenario of removing the gasoline
subsidy during the ten years (bringing the
price from the current $0.05/liter to the
FOB Persian Gulf price of S1/liter), cash
support compensation (payment Cash
equivalent to the quota of 60 liters of
gasoline per month), and support
compensation for low- and middle-
income deciles. In this case, the price of
gasoline should increase annually by
34.93%. Also, gasoline consumption will
decrease by 8.0% the government budget
deficit will decrease by 8.2%, general
inflation will increase by 8.5% and total
welfare will increase by 1.8%.
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4. Results

The results showed that among the
examined scenarios, the best scenario is
removing the gasoline subsidy during the
ten years, cash support compensation, and
support compensation for low- and
middle-income deciles. In the method of
cash support, while households without
cars enjoy cash subsidies, the right of
choice of households is recognized from
the beginning, leading to freedom of
choice for them, and as a result, their
purchasing power increases. However,
some believe that the cash compensation
will lead to an increase in inflation.
However, if its resources are precisely
specified and secured and the central
bank's resources are not used for this
purpose, it will not be inflationary. On the
other hand, the way of cash support
compensation should not be in a way that
creates the impression of being
permanent and long-term. Rather, it
should be stated from the beginning that
this subsidy is only to pass the transition
and temporarily = compensate the
households. Therefore, cash support

, 2025, 19(44): 125-149.

compensation must be accompanied by
requirements, the most important of
which are: having specific resources, not
regular payment, occasional and non-
permanent payment; failure to create a
payment obligation for the government;
the possibility of paying to the target
groups so that within ten years the low and
middle-income deciles are paid and then
only to the low-income deciles, the
dynamism of the mechanism of removing
and adding people, so that people whose
income exceeds a certain floor for any
reason will be removed or new needy
people will be added.
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