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This study investigates the welfare effects of cash subsidies on three groups—
subsidy-receiving households, non-receiving households, and retailers—over the
period 1394-1402 (approximately 2015-2023). First, it employs a partial
equilibrium framework that differentiates subsidy-receiving and non-receiving
households to estimate the price responsiveness to cash subsidies. Second, it
computes changes in consumer and producer surplus relative to the cash
subsidies to render the effects interpretable in terms of elasticities and
measurable parameters. Finally, the estimated parameters and elasticities are
embedded in econometric models and the policy scenario is simulated. The
results indicate that cash subsidies can influence the price index, with a 1 percent
increase in cash subsidies associated with a 0.05 percent rise in the price index.
The welfare analysis reveals heterogeneous effects: subsidies raise the welfare
of subsidy-receiving households and producers, while non-receiving households
incur welfare losses. Overall, the welfare effects are redistributive and
transmitted through price channels, distributing costs and benefits across distinct
economic agents. These findings imply that policy analyses of subsidies that
ignore price effects and market structure may yield biased assessments of their
welfare implications.
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Introduction

This study examines the welfare incidence of government support policies (cash subsidies) in the retail
market using a partial equilibrium model and supply and demand elasticities. The main objective of the
study is to analyze how the welfare effects of these policies are distributed between consumers and
producers, as well as to assess their impact on the welfare of eligible and ineligible households, with an
emphasis on the issue of inflation. Government support policies are generally implemented with the aim
of increasing household purchasing power, particularly that of economically vulnerable households or
households eligible for support. However, when these policies lead to an increase in household income
and stimulate demand, they may also induce changes in market prices. Consequently, the ultimate
welfare effects of these policies may extend beyond the direct recipients of subsidies and affect other
market participants as well. The data for this study are obtained from the Household Expenditure-
Income Survey and retail statistics of the Statistical Center of Iran.

Methodology

In this study, the impact of government support policies on consumer and producer welfare in the Iranian
retail market is examined using a partial equilibrium model while taking into account an imperfectly
competitive market structure. Within this framework, household demand is affected by prices and cash
subsidies, while changes in demand may lead to changes in retail prices. Estimating supply and demand
elasticities provides the necessary empirical basis for evaluating the transmission of policy changes and
calculating the resulting welfare effects.

The presence of a Lerner index in the retail market indicates firms’ market power and deviation from
conditions of perfect competition. Therefore, incorporating this index into the analysis makes it possible
to account for the role of market power in the distribution of welfare effects between consumers and
producers.

To quantitatively analyze these effects, the extent to which policy changes are passed through to retail
prices is first calculated, indicating the degree to which a change in a support policy is reflected in prices.
The higher the degree of pass-through, the greater the impact of the support policy on increasing prices.
Subsequently, the changes in consumer welfare resulting from these policies are measured using the
concept of consumer surplus, with eligible and ineligible households considered separately. Next,
changes in producer welfare, particularly the welfare of retailers, are calculated using the concept of
producer surplus while taking their market power into account. This approach recognizes that changes
in market prices may affect not only consumers but also the revenues and welfare of producers. The
proposed methodology, by combining the estimated demand and supply relationships, price pass-
through, consumer surplus, producer surplus, and the Lerner index, provides a framework for
distinguishing the welfare effects of government support policies among different groups of market
participants. In this way, the analysis enables a more comprehensive assessment of the distributional
consequences of support policies in the retail market.

Results and Discussion

The findings of this study indicate that an increase in cash subsidies, although improving the welfare of
targeted consumers, may adversely affect consumers who do not receive subsidies through its impact
on retail prices. In other words, part of the initial welfare gain generated by the subsidy for eligible
households may be accompanied by increases in prices that reduce the purchasing power and welfare of
non-subsidized households. At the same time, part of the benefits resulting from this policy is transferred
to producers as a consequence of changes in prices and market conditions.

Although the net welfare effect for consumers is positive, the results indicate that the welfare effects of
government support policies are heterogeneous across different household groups. The existence of such
differences highlights the importance of considering the distributional consequences of support policies
rather than focusing exclusively on aggregate welfare effects. Furthermore, the role of market structure
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in determining the extent to which producers capture the benefits of subsidies further emphasizes the
importance of considering market power in welfare analysis.

Accordingly, the optimal design of government support policies requires the simultaneous consideration
of price effects, the competitive structure of the relevant markets, and the effectiveness of subsidy
targeting. Such an approach can help preserve the purchasing power of targeted households while
reducing unintended welfare costs imposed on other groups. Therefore, evaluating the effectiveness of
support policies requires not only an examination of the direct benefits received by eligible households
but also consideration of their broader effects on retail prices, producer welfare, and the distribution of
welfare among market participants.
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