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The purpose of this article is to evaluate the progress of fuel subsidies as well
as the budgetary and distributional effects of the possible removal of such
subsidies in Iran. In this research, the analysis of the machine learning scenario
model, the microsimulation model of the tax benefit for Iran, along with the
consumption and subsidy microdata of households since the subsidy reform
has been used. The results of the research show that the subsidy for
consumption is advanced towards an increase, while the subsidy for gasoline
and diesel tends to decrease. The paper's simulations show that removing all
fuel subsidies would increase poverty and inequality due to the importance of
the domestic gas subsidy to low-income households. Eliminating gasoline and
diesel subsidies will not affect poverty and inequality, while helping to reduce
government spending. It was also shown that using part of the budget saved
from fuel subsidy removal to increase social assistance payments in Iran can
be a mechanism to compensate low-income families after fuel subsidy
removal.
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Abstract

The purpose of this article is to evaluate the progress of fuel subsidies as well
as the budgetary and distributional effects of the possible removal of such
subsidies in Iran. In this research, the analysis of the machine learning scenario
model, the microsimulation model of the tax benefit for Iran, along with the
consumption and subsidy microdata of households since the subsidy reform
has been used. The results of the research show that the subsidy for
consumption is advanced towards an increase, while the subsidy for gasoline
and diesel tends to decrease. The paper's simulations show that removing all
fuel subsidies would increase poverty and inequality due to the importance of
the domestic gas subsidy to low-income households. Eliminating gasoline and
diesel subsidies will not affect poverty and inequality, while helping to reduce
government spending. It was also shown that using part of the budget saved
from fuel subsidy removal to increase social assistance payments in Iran can
be a mechanism to compensate low-income families after fuel subsidy
removal.
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Introduction

The introduction of this study provides a comprehensive overview of
the reform of gasoline subsidies in Iran and its implications for income
distribution. Fuel subsidies have historically played a significant role in
the Iranian economy, serving as a mechanism for government
intervention to support low-income households and stabilize energy
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prices. However, the inefficiencies associated with these subsidies have
led to increased consumption, environmental degradation, and
significant fiscal burdens on the government.

In recent years, the Iranian government has recognized the need for
reform to address the adverse effects of these subsidies. The primary
objective of this research is to evaluate the progress of fuel subsidy
reforms and assess the potential budgetary and distributional effects of
removing such subsidies. By employing advanced analytical models,
including machine learning scenario modeling and microsimulation
techniques, this study aims to provide a nuanced understanding of how
subsidy removal could affect various socio-economic groups within the
country.

The significance of this research lies in its potential to inform
policymakers about the consequences of subsidy reforms on poverty
and inequality. The findings will contribute to the ongoing debate about
the viability of subsidy removal as a means to enhance economic
efficiency while ensuring that vulnerable populations are adequately
supported. Through this investigation, the study seeks to offer
evidence-based recommendations for implementing effective social
assistance programs that could mitigate the negative impacts of subsidy
elimination on low-income families.

Methods and Material

This study employed a mixed-methods research design to analyze the
effects of gasoline subsidy reforms on income distribution in Iran. The
methodology consisted of quantitative analysis using machine learning
scenario models and microsimulation techniques, supplemented by
qualitative insights from existing literature and household consumption
data.

Research Design

The research utilized a quantitative approach, focusing on the budgetary
and distributional impacts of potential subsidy removal. The statistical
population included Iranian households, with a sample size of
approximately £+ + + households. A stratified random sampling method
was employed to ensure that various socio-economic groups were
adequately represented in the study.

Instruments
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The primary instruments used in this research included:

e Machine Learning Scenario Model: This model was designed
to simulate various scenarios regarding the removal of gasoline
subsidies, allowing for an analysis of potential outcomes on
household consumption and income distribution.

e Microsimulation Model of Tax Benefits: Developed
specifically for Iran, this model enabled the assessment of how
changes in subsidy policies would affect different income
groups.

Data Collection
Data was collected from multiple sources, including:

e Household consumption and subsidy microdata, which
provided insights into the consumption patterns of various
socio-economic groups post-subsidy reform.

e Relevant literature and previous studies on fuel subsidies and
their impact on income distribution in Iran.

Data Analysis

The analysis involved applying the machine learning scenario model
and microsimulation model to assess the effects of subsidy removal on
poverty and inequality. The results were interpreted to understand the
implications for low-income households and the overall economy. The
findings were then contextualized within the broader framework of
economic policy and social support mechanisms in Iran.

This methodological approach allowed for a comprehensive evaluation
of the potential consequences of gasoline subsidy reforms, providing
valuable insights for policymakers and stakeholders involved in
economic planning and social welfare programs.

Results and Discussion
The results of this study reveal significant insights into the

impact of gasoline subsidy reforms on income distribution in Iran. The
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analysis, supported by quantitative data from the machine learning
scenario model and microsimulation techniques, indicates that while
household consumption subsidies have increased, gasoline and diesel
subsidies have shown a declining trend. This section presents the key

findings and discusses their implications for policy and practice.

Key Findings

V. Impact on Poverty and Inequality: The simulations indicated
that removing all fuel subsidies would likely increase poverty
and inequality. Low-income households, which are heavily
reliant on domestic gas subsidies, would be disproportionately
affected. In contrast, the elimination of gasoline and diesel
subsidies alone did not significantly affect poverty levels,
suggesting that these reforms could help reduce government
spending without exacerbating socio-economic disparities.

Y. Consumption Patterns: The analysis highlighted a shift in
consumption patterns among households post-reform. As
gasoline subsidies were reduced, households adjusted their
consumption behaviors, leading to a decrease in gasoline and
diesel usage. This shift was particularly evident in urban areas
where alternative transportation options became more
accessible.

Y. Social Assistance Mechanisms: The study found that
reallocating the budget saved from subsidy removal towards
enhancing social assistance programs could effectively mitigate
adverse impacts on low-income families. This approach would
not only cushion the blow of subsidy removal but also promote
greater equity in income distribution.
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Table Y: Summary of Household Consumption Changes Post-Subsidy

Reform
Group N RY Std. Mean.
Deviation Absolute
Error
Kakwani  Pre- oo O HYey AR
reform
Post_ S A +,Y¢o SRR
reform

*Here is a note on the table.

This table summarizes the changes in household gasoline
consumption before and after the subsidy reform, indicating a notable

decrease in consumption levels.
Discussion

The findings underscore the complexity of fuel subsidy reforms
and their implications for income distribution in Iran. While the
intention behind subsidy reforms is often to enhance economic
efficiency, the results indicate that careful consideration must be given

to the socio-economic realities of vulnerable populations.

The analysis suggests that policymakers should prioritize the
establishment of robust social safety nets to protect low-income
families during the transition away from fuel subsidies. By reallocating
savings from subsidy removal to social assistance programs, the
government can address potential increases in poverty and inequality,

ensuring that the benefits of reform are equitably distributed.
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Conclusion

In conclusion, this study contributes to the understanding of the intricate
relationship between fuel subsidy reforms and income distribution,
providing valuable insights for future policy decisions in Iran. The
results advocate for a balanced approach that considers both economic
efficiency and social equity in the pursuit of sustainable development.

Keywords: consumption reform, simulation, household consumption,
livelihood assistance, Iran's economy.

JEL Classification: LYY, HYY, DY, IYA,
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