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Introduction: The most
problem of Iran’s economy in 2010s

important

was decline in financial strength of gov-
ernment for continuing economic sub-
sidies, which led to failure to start and
continue infrastructural and vital proj-
ects . Also, it changed the optimum so-
cial consumption habit . These reasons
caused the government to start econom-
ic reform (such as liberalization of en-
ergy conduit prices ),which was called
economic evolution plan, from the win-
ter of 2010. Beside these reforms, ex-
ternal shocks such as oil price increase
caused a deep effect on Iran’s main eco-
nomic variables such as inequality. This
research aimed to investigate the effect
of inequality changes on the welfare per
capita in this period . . In other words,
the effect of changes in income distri-
bution (inequality) on welfare on 2011
compared to 2003.
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Method: The marginal utility of con-
sumption was used as the determinant
of welfare per capita. To measure wel-
fare, Bergson — Samuelson model was
applied, which considers both effects of
income on welfare and income distri-
bution. The Bergson -Samuelson mod-
el’s marginal utility of consumption
is generated from two parameters; the
consumption per capita and the elastic-
ity of marginal utility of consumption/
income. The second parameter is an in-
dicator for inequality. There are some
different methods for calculation of the
elasticity, but behavioral evidence and
revealed social values approaches are
two reliable of them which were used
in this paper. Considering that welfare
changes were calculated for a period of
eight years, the results can be used in
the long-term policy making.

Results: The results showed that Iran’s
welfare per capita decreased by 5.23
percent in 2011 compared to 2003 due
to increase in inequality It is worth
mentioning that in this period, inequal-
ity aversion increased.

Discussion: The elasticity of marginal
utility of consumption in Iran for 1965-
2003 and 1982-2011
was equal to 1.56 and 1.92 respec-

tively, ~which show inequality aver-
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sion. In fact, this aversion caused a
5.23 percent decrease in welfare per
capita in Iran. Also, based on the re-
vealed social values approach, the mar-
ginal utility of consumption elasticity
is equal to 1, which is not reliable due
to the high share of oil revenues on the
government’s income.
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VAR Lag Order Selection Criteria
Endogenous variables: LMF LMC LNP
Exogenous variables: G

Date: 09/26M13 Time: 13.27

Sample: 1361 1390

Included observations: 27

Lag LogL LR FPE AIC 5C HQ

0 50.66682 MNA 5.88e-06 -3.530875 -3.386893 -3.488062
1 140.2004 152.5387" 1.52e-08" -9.496326%  -8.920398*  -0.325072°
2 1443125 6.091977 2.25e-08 -9.134258 -8.126385 -8.834564
3 157.3441 16.41016 1.80e-08 -9.432885 -7.993076 -9.004761

* indicates lag order selected by the criterion

LR sequential modified LR test statistic (each test at 5% level)
FPE: Final prediction error

AIC: Akaike information criterion

5C: Schwarz information criterion

HQ: Hannan-Quinn information criterion
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Date: 09/26/13 Time: 13:29
Sample: 1361 1390
Included obsernvations: 28
Series: LNF LNC LNP

Lags interval: 1101

Selected (0.05 level®) Number of Cointegrating Relations by Model

o Walgd 3 gy 5o ey Tl gy Sl (mend g O gmSla g O g0

Data Trend: Mone Mone Linear Linear Quadratic
TestType Mo Intercept Intercept Intercept Intercept Intercept
No Trend Mo Trend Mo Trend Trend Trend
Trace 0 0 0 1 1
Max-Eig 0 0 0 1 1
*Critical values based on MacKinnon-Haug-Michelis {1999)
Information Criteria by Rank and Mode|
Data Trend: Mone Mone Linear Linear Quadratic
Rank or Mo Intercept  Intercept Intercept Intercept Intercept
MNo. of CEs Nao Trend Mo Trend Mo Trend Trend Trend
Log Likelihood by Rank (rows) and Model (columns)
0 138.5787 138.5787 139.6143 139.6143 143.4162
1 1441706 1447184 145.7018 154.3898 188.1733
2 147.1929 147.7418 148.2796 160.4251 161.2975
3 147.7186 149.5229 149.5229 161.9325 161.9325
Akaike Information Criteria by Rank (rows) and Model {columns)
0 -9.255619  -0.258610  -9.1158311  -9.115311 -0.172584
1 -9.226472  -0194171  -0.121564  -0.670699  -0.798004%
2 -9.013775 -8910128 -B.877112  -0.601794  -0.592680
3 -8.622757  -8537348  -B.537348  -0.200462  -0.200452
Schwarz Criteria by Rank (rows) and Model (columns)
o -8.827410% -3.827410 -B.544366  -B8.544366  -8.458903
1 -8.5127T11 -8.432912 -B8.265147  -BY66703  -8.798940
2 -8.014622 -7.815817  -7.735223  -B.364747  -B.308054
3 -7.338131 -7.109987  -7.109987  -7.639364 -7.639364
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Yector Error Correction Estimates

Date: 10/13/13 Time: 10:40

Sample (adjusted): 1363 1390

Included observations: 28 after adjustments
Standard errors in ( ) & t-statistics in []

Cointegrating Eq: CointEq1
LMND(-1) 1.000000
LMP{-1) 0.305379
(0.13026)
[2.34439]
LMNC(-1) -0.874376
(0.04830)
[-18.1038]
@TREMND(E1) 0.018662
(0.00160)
[11.6975]
c -1.145256
Error Correction: D{LND) D(LMPY D(LMC)
CointEg1 -0.353558 -0.592745 0.291716

(0.23528)  (0.25882)  (0.21936)
[1.50271]  [2.29019]  [1.32984]

D(LMD(-1}) 0.208646 0153379 -0.436499
(0.27177)  (0.29896)  (0.25338)
[0.76773]  [051304]  [-1.72267]
D(LNP(-1}) -0.495703 0.096524  -0.368996
(0.17790)  (0.19570)  (0.16587)
[278637]  [0.49322]  [-2.22455]
D(LNG(-1)) -0.025437  -0.020376 0.889099

(0.27171)  (0.29889)  (0.25333)
[-0.09362]  [-0.0BB17]  [3.50971]

c -0.006191 0.008301 -0.003958
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