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Abstract

The economies of countries are subject to various influences, obstacles,
and detrimental economic outcomes. Iran's economy is no exception to
these challenges, with economic sanctions being one of the factors
capable of significantly impacting it. These sanctions have notably
affected oil revenues, leading to a decline in oil sales. Consequently,
there has been a reduction in the country's foreign currency earnings,
coupled with restrictions from the central bank, which have hindered its
ability to manage the exchange rate effectively, resulting in an increase.
The exchange rate plays a pivotal role in determining food prices and
consumption patterns. Sanctions on imports, along with the exchange
rate fluctuations, have driven up the prices of imported goods.
Moreover, domestic production costs have surged due to higher prices
of imported inputs, wages, and other factors, exacerbating the situation.
Lagging wages, coupled with inflation stemming from currency
devaluation, have led to reduced food consumption, as workers' salaries
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have not kept pace with rising prices. Additionally, government
spending has been adversely affected by sanctions, leading to budget
deficits and further economic strain.

Given these challenges, accurately estimating income and price
elasticities is crucial to understanding how economic sanctions impact
Iranian households' consumption behaviors. Thus, this paper aims to
investigate the consumption patterns of urban households in Iran using
the quadratic almost ideal demand system (QUAIDS). Furthermore, it
delves into potential structural flaws in consumption preferences,
particularly regarding tea and sugar, employing a parametric approach
and the switching regression framework developed by Ohtani and
Katayama from 1998 to 2022. To estimate the system equations, one
equation was removed, and the others were solved sequentially,
followed by estimation. Subsequently, the equation pertaining to
removed sugar, along with the QUAIDS with 30 parameters and three
equations related to Iranian and foreign tea and sugar, were estimated
using the maximum likelihood estimator non-linearly. The analysis
reveals a structural failure in the consumption preferences of urban
households regarding tea and sugar around 2010. Of the 30 parameters,
21 are deemed significant. The coefficient of determination for Iranian
and foreign tea and sugar equations stands at 92%, 96%, and 93%,
respectively. Comparing the likelihood ratio test statistics for an
unlimited QUAIDS (with structural failure) and a limited one (without
structural failure) indicates that the former is the appropriate functional
model. Following the post-sanctions period, the price elasticity of
various types of tea and sugar has increased, transitioning them from
non-elastic to elastic products for both Iranian and foreign markets. This
heightened price sensitivity among consumers reflects the impact of
sanctions-induced price hikes and subsequent inflation. Consequently,
utilizing price tools to protect consumers, particularly for high-priced
products post-sanctions, would be a prudent decision.

Keywords: Sanction, Change of Preference, urban households,
quadratic almost ideal demand system, switching regression.
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