Goevernment Susidies: i lran
(e case of Gasoline)
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Who am |

My name: is Reozben IHosselnl

|'am a secend year Phlb student in
Department: off ECeRoMICS

| ami interestediinissues regarding
Govermment Pelicies andl thellr effect on
ECenomic Growth, Wealth Ineguality,
Wellare, etce.



*. My Country

= | am from lran

- = My country is in the Middle East (rightislz
Afghanistan and Iraq)

- “The ancient name of Iran was Persia
= The official language is Persian (Farsi)
= The CM&I is Tehran
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A broader look
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Golan Helghts is Isracli-occupied Syria.
west Bank and Gaza Strip are Isracli-occu)

status subjoct o i

permanent status 1o be determined through further negotiation.
1seact proclaimed lerusalem as lts capital in 1950, but the US, like |
nearly all other countries. maintains i Tel Avi 80
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Some facts about Iran

Poepulation Area PEr capita Inceme
(Millionr persen). | (million;sg km ) | (US Dellar)

Iran 65.619 1.648* 20)0)0)

U.S 293.027 0,631 37610

Minnesota: | 5.059 23198

* Almest the size ofi Alaska
Political systemiis “/s/amic Repuplc: since 1979
[iian; dees noet have any diplematic relationship with ULS.

The conflict hetween two: country started alter fiostage
Ccris/5's Incident




Viore Facts

lran Is a member. off OPEC

Withr Criude: Ol preduction off 3742 Barre/
per Pay., lran'is the second largest
member (after SaudirArania)

Revenue firon Ol export Is almoest 15% of
Rational inceme

Ol revenue! Is also; the main: source ofi
INCOME: 1IN government's bUdget



Soclal environment

« lranian seciety Is a
mixture of tradition
andmoedern life
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Geographical Envirenment

ety



Economy.

BY/IitS constitution,, government: off lran
CONLIrols M| el eEconemic activities:

I partictiar, gevernment Is the enly,
Producer and supplier off gaseline

Price ol gasoling Is determined through a
Pelecratic proceaure

Eachiyear, gevermment anmnounces the
price at wWhich It sells gaseline




SOME Price comparsen

1998
Crude: eilf (world market) 42
Gas (nmermal salesiprice) o8
US 121
UK n.a.
Germany n.a.
iran n.a.

All'pricess are i U.S: cents per Gallon

n.a.

95
42
98
129
348
424

98
26
83
121
420
363

20/0]0)
76
140
178
443
344

20/0)2
61
121
151
446
390

Normal sales; pricens hypothetical sales price for refined and distributed PETROLEUM
EUEL, if it were sold as a nermall cemmerciallcommodity e.g. MINERAL WATER:
Therefore, I Gasoline'is sold at a higher price, it isibeing taxed. it is sold that lower

price it is being subsidized

Source: www.internationalfuelprices.com



As a result

Gas consumpiien Is growingl at 6.4%
PEr Vear

Felran’is one ofi the mest pelluted: cities
I the world (Infterms; of air pelltitien)

Einancial burden: for government




Wy gevernment does that?

Wihen faced With thist guestion,, Iawimakers
often mention: three: reasens:
s Imprevingl Secial justice

s Arguing that gasiIs a Very: impertant commoedity.
Increase in price off gas will affect the price of all
ether goods

s [Lack off belief in market system (Imarket means
chaos!)

Bt 1R fact It 1s mainly because: of political
[Easons



Market Econemy.




Increase In Cost of Production

Price




Market Economy

Suppliers adjust their behavior

Fhist Adjustment reflects 1n the market
Price gees up

People adjust: thelf consumplion decisions
Market clears

Note: Outcome of the market IS, result of
pehavier of Individual



Nen:-Market Setup

Gevermment preduce: gaseline

SUppese the opportunity: Cost of
preduction Is S’

Gaseline s being| supplied: at: a: price: lewer
than 'S’

S0 01 eachi unit Being seld government IS

actually: paying| the difference between S
and the price



Non-Market

= Cost of production
[ar the import price)

w——_ P=price (=&t by government

Cemand

2 (consumtion) Lty




Wiho pays the difference?

Thiz iz the amount Government pays to
= the commodity

S= Cozt of production

w——_ P=price (=&t by government

Cemand

2 [consumtion) Cuantity




Who gets It?

Thiz iz the surplus that consumers get

= Cost of production

w——_ P=price (=&t by government

Cemand

2 (consumtion) Lty




Who gets the rest of It?




Change in demand




Change in demand




Change In cest off production




Change In cest off production




Wihat's wreng with It

ARy chianges In demand directly, affiect the
AMOUR that govEermment has; te: pay,

ARy chiange! IR cost off production: directly: affiects
demand asiwelllas the dead-weight 1oss
Whoeris" “pPaying fiex this?!

here Is a dead-welght less. TThat means

WHRGEVEYN IS paying for this. Part ofi It IS/ 1ost,
Without anyene: receiving It.



Who --1l pays for 1t?




Who recieves |t?
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Wihat aees) data say: aneut It 7

SUpPPeSe We' rank peepleraccording torthelr
lRceme

Let's divide: the tetall pepulation; inter 10
greups’ eff egual size (Cgroup’ 1 ter10)

Let's| greup them so that peeple: in group; d
Rave the'lewest Income and people in
greup 10 have the highest



IHew: the: suldsiay. Is distributed ?

@ Group 1
m Group 2
0 Group 3
0 Group 4
m Group 5
@ Group 6
m Group 7
0 Group 8

m Group 9

m Group 10




IS It sUrprising?

NoeliFyoeur censider the fiact that 1 the
lowest Inceme greup (groupd)renly: 2.4° %
ewn car. While 4135/ % ofi peeple inithe
[IChEst greup ewni car (and many: ofi them
WA More: than one)



S07

IHere youl ger I TIais gevermment spends; a
IOt 6ff MEREY. eachl year ter provide subsidies
With' IRtention off Impreving seciall justice
and Relping Poeor people

|t creates Inefificiency. Inf Ecenemy: by,
generating) dead welght 1oss

It Increases air peliution: kY niaking
pPollUters se clheap

[Daitia SHeWS thalt: peel PEople dornet get a
share: ofi this!!



Leoking for mere: Infermation?

ClIA facthook
OPEC

Intermational Energy. Prcer Infermation

Eer more on fuel prices see


http://www.cia.gov/cia/publications/factbook/
http://www.opec.org/
http://www.eia.doe.gov/emeu/international/prices.html
http://www.eia.doe.gov/emeu/international/prices.html
http://www.zietlow.com/docs/Fuel-Prices-2003.pdf
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