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Article Info Abstract

Article type: In recent years, energy price reform has become one of the main
Research Article challenges of economic policymaking in Iran. Despite the government’s
efforts to improve energy efficiency and reduce subsidy costs, the
Article history: implementation of reform policies has faced many obstacles, including
Received: 03-06-2023  social and economic consequences and administrative constraints. This
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study analyzes the short-term and long-term consequences of energy
price reform using a dynamic stochastic general equilibrium (DSGE)
Keywords: model.
E“ergy subsidies, The results of the model show that a rise in energy prices leads to a
nergy Efficiency, . . . . .
Energy price reform, decrease in production, consumption, investment, and employment in
Dynamic Stochastic the short-term. These effects are mainly due to the cost shocks to firms
General Equilibrium dad in th 1h hold i E bsidi i
Model. and a decrease in the real household incomes. Energy subsidies usually
keep domestic prices below world prices, creating a gap that distorts
consumption and investment decisions. In the long run, as the domestic-
to-world price ratio (based on the Persian Gulf FOB price) adjusts
gradually, the signaling power of energy prices will increase. When the
ratio of household energy prices to world prices increases from 0.4 to
0.6, total production rises by 4.0% in the long run, and household
energy consumption falls by 32.2%. Gradual subsidy reform combined
with targeted compensatory payments reduces the short-term negative
effects and, in the long-term, improves economic efficiency and reduces
energy smuggling. This study shows that reforming energy subsidies
helps reduce inefficient energy consumption, improves social equity,
and the fulfillment of sustainable development goals like clean energy
and reduction of inequality
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