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Abstract

In the present study, an attempt was made to examine and test the impact of economic growth on Iran’s economic
welfare, with an emphasis on the role of income inequality, during the period 1978—-2022. This analysis was conducted
using the Autoregressive Distributed Lag (ARDL) approach. To this end, economic welfare was first estimated using
a composite index based on four dimensions: consumption flow, wealth stocks, income distribution and economic
security. Regarding income inequality, two indicators were employed: the Gini coefficient and the ratio of the
expenditure of the tenth decile to the first decile. The research models were specified and estimated based on each of
these two indicators. The results of calculating the composite welfare index indicate that economic welfare followed
an increasing trend from the First Development Plan to the Fifth Development Plan. However, economic growth and
income inequality exhibited a fluctuating trend. The long-run estimation results reveal that economic growth has had
a favorable (positive) effect on economic welfare. However, at higher levels of income inequality, the positive impact
of economic growth on welfare diminishes. Unemployment and inflation have had adverse (negative) effects on
welfare, while real GDP per capita has had a favorable (positive) impact. Moreover, during the post-JCPOA period

(2017-2022), Iran’s economic welfare has significantly declined.
JEL Classification: 131, 040, D63.

Keywords: Welfare, Economic growth, Income inequality, Iran.

* Postal address: Department of Energy Economics, Faculty of Economics and Administrative Science, University
of Mazandaran, Babolsar, Iran.
Mobile Number: 09116256572 Email: Sh.zaroki@umz.ac.ir


mailto:reihaneghafari22@gmail.com
https://orcid.org/0009-0007-0985-9187
mailto:Arz_ahmadi@atu.ac.ir
https://orcid.org/0009-0005-0288-0560
mailto:ehsanash2001@gmail.com
https://orcid.org/0009-0003-5707-641X

Extended Abstract

1. Introduction

Fundamentally, economic growth is one of the most important indicators in analyzing the results of economic
development. However, if income distribution is not addressed alongside economic growth in a country, it will
not be effective in economic welfare (Margareni et al., 2016). Achieving economic development to improve
people's quality of life and increase the level of welfare is one of the goals that policymakers in different
countries pursue. In this regard, the two fundamental categories of economic growth and how income is
distributed, as well as the relationship between these two variables, play a very essential role in this process.
Regarding economic growth, although it is believed to be the most powerful tool for reducing poverty and
improving the quality of life in developing countries, there is no consensus among economists about the
concept that a high level of economic growth is necessary to reduce poverty. However, there are many
discussions about economic growth and many questions have been raised about their impact on welfare.
Gumede (2016) argues that most countries that have been able to achieve higher levels of growth suffer from
high levels of social, economic, and political problems, which indicates that economic growth does not
necessarily improve welfare. Therefore, it can be acknowledged that economic growth will reduce poverty
(increase welfare) when, while reducing poverty, it also reduces inequality (Kakwani & Son, 2008). On the
other hand, high economic growth leads to the advancement of human development, which in turn leads to
economic growth. The extent to which growth increases welfare depends on the level of welfare, poverty, and
the extent of the poor's participation in economic activities. The relationship between income inequality,
economic growth, and welfare has been the focus of scrutiny for more than five decades. This study attempts
to analyze the effect of economic growth on the economic welfare of Iran, considering income inequality. For
this purpose, the present study seeks to answer several basic questions. First, does economic growth have a
significant effect on economic welfare? Second, does income inequality affect the extent of the effect of
economic growth on welfare?

2. Method
«* Calculation of the Index of Economic Welfare

For this study, the IEWB (Index of Economic welfare) is used as a comprehensive measure to analyze the
economic welfare of Iran over the period from 1978 to 2022. The IEWB index incorporates four key dimensions:
effective per capita consumption flow, wealth stocks, distribution of individual income, and economic security.
Each of these dimensions is weighted based on its relative importance. The general formula for the IEWB index
is as follows:
IEWB=CF+WS+ID+E

Where:

- CF = Effective per capita consumption flow

- WS = Wealth stocks

- ID = Distribution of individual income

- E = Economic security
To calculate the economic welfare index, each of these components is assigned a coefficient based on their
relative importance. Following the methodology of Osberg and Sharp (2009) and prior studies, the coefficients
are as follows:

- 0.4 for consumption (CF),

- 0.1 for wealth stocks (WS),

- 0.25 for income distribution (ID),

- 0.25 for economic security (E).



Finally, due to the different units of measurement for each dimension, the calculated values of each dimension
are normalized before calculating the weighted average. This means that if a dimension is represented by A, that
dimension is normalized using the following formula:
1o = /11' B Amin
y =

Amax - Amin

As mentioned in the introduction, the main goal of the current research is to analyze and examine the role of
income inequality in the impact of economic growth on economic welfare in Iran. Therefore, the focus in
specifying the research model is to address the role of income inequality in the relationship between the two
aforementioned variables, while examining the effect of economic growth on welfare.

> Specification of Research Model 1 (Based on the Gini Coefficient)

The basis of the first model is the Autoregressive Distributed Lag (ARDL) model, which is represented in
equation (1). In this equation, IEWB is the dependent variable representing the composite index of economic
welfare. EG represents economic growth, Inf is the inflation rate, and UnEmp represents the unemployment
rate. RGDPPC represents real GDP per capita in millions of Rials. In addition, Gini represents the Gini
coefficient (as a measure of income inequality), which is included in the model interactively with economic
growth.

AIEWB; = @lIEWB;_1 + YEG;_y + w(EG * Gini);_; + BRGDPPC;_, + 8Inf;_; + pUnEmp,_, +
Y19 AIEWB,_; + X1 viAEG,_; + 2:01 w;A(EG * Gini),_; + X725 B;ARGDPPC,_; + Y154 6, AInf,_; +
2o WAUNEmMp,_; + &, @

> Specification of Research Model 2 (based on the ratio of the tenth to the first decile expenditure)
The only difference between the second model and the first model in the present study is the use of the ratio of the
tenth to the first decile expenditure instead of the Gini coefficient as an indicator of income inequality distribution.
Subsequently, the second model is estimated using an autoregressive distributed lag (ARDL) approach.

AIEWB, = ¢lIEWB;_1 + YEG;_1 + w(EG * TenRatio);_, + SRGDPPC,_; + 6Inf,_; + uUnEmp,_, +
SPZ1 @i AIEWB,_; + 53 viAEG,— + 3., w,A(EG * TenRatio),_; + X' BARGDPPC,_; +
YIS0 Gidinf_; + X¥=g wAUNEmp,_; + &, (2

3. Finding

The long-run estimation results of the research model indicate that economic growth has a direct positive effect
on welfare. A noteworthy finding of this study is that the favorable (positive) impact of economic growth on
economic welfare diminishes when the level of income inequality increases. This observation aligns with
theoretical foundations and can be explained through channels such as poverty, health issues, and factors
including credit market failures and socio-political instability resulting from increased income inequality.
Among the control variables, real GDP per capita has a positive effect, while inflation and unemployment have
a negative effect on economic welfare. Another finding is that the level of economic welfare has significantly
decreased during the years 2017-2022.



4. Implications

Based on the findings of this study, it is recommended that policymakers focus on policies aimed at
increasing economic growth (while also considering income distribution) to enhance the level of economic
well-being. These policies should ensure that all segments of society (or income deciles) benefit from the
welfare gains resulting from increased economic growth.

In more detail regarding policymaking (to enhance welfare), it is suggested that policymakers adopt a multi-
faceted approach that addresses both economic growth and inequality reduction. Firstly, reforming the tax
system to achieve greater fairness is essential. Such reforms could include raising tax rates on high incomes,
capital gains, and wealth, as well as eliminating unnecessary tax exemptions. Additionally, direct taxes,
especially wealth taxes, due to their progressive nature, can help reduce inequality. Conversely, indirect
taxes often place a disproportionate burden on low-income individuals. To boost economic growth,
governments should increase investments in public services such as education and health, and employ
expansionary monetary policies to create jobs and reduce unemployment. By this means, it is possible to
simultaneously achieve economic growth and prevent the widening of the income gap, thereby maximizing
the welfare benefits resulting from economic growth.
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3. Consumption Flow
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. Employee Service Compensation

. Active Population
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Added Value of Leisure

Tax Income

. Average Service Vompensation

. Gross Domestic Product
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2. Gini Index
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