3

University of
Sistan and Baluchestan

Stable Economy Journal

Association

Online ISSN: 2821 - 1049

Studying Poverty and Inequality Indicators in Iran’s Economic Development
Programs (After the Islamic Revolution) with Emphasis on Pro-Poor Growth

Morteza Bastam!

Approach

| Mohammad Reza Lotfalipour?™' | Mohammad Ali Falahi?

1. Ph.D. candidate in Economics, Department of Economics, Faculty of Economics and Administrative Sciences, Ferdowsi

University of Mashhad, Mashhad, Iran. E-mail: morteza.bastam@gmail.com

2. Corresponding author, Professor, Department of Economics, Faculty of Economics and Administrative Sciences, Ferdowsi

University of Mashhad, Mashhad, Iran. E-mail: lotfalipour@um.ac.ir

3. Professor, Department of Economics, Faculty of Economics and Administrative Sciences, Ferdowsi University of Mashhad,

Mashhad, Iran. E-mail: falahi@um.ac.ir

Article Info

ABSTRACT

Article type:

Research Article

Article history:

Received: 28 December
2024

Revised in revised form: 21
April 2025

Accepted: 21 April 2025
Published online: 23 June
2025

JEL: D63, 132, O11.

Keywords:

Poverty, Inequality, Socio-
economic Development
programs, Pro-poor growth

approach.

Combating poverty and economic and social inequality is among the ideal goals of
the Islamic Republic of Iran. To achieve this goal, the Iranian government has
implemented policies and plans through socio-economic development programs.
The necessity and assessment of the government’s success in development programs
justify the purpose of the research work. Therefore, the present study aims to
examine the poverty and inequality indicators in Iran’s economic development
programs, emphasizing the pro-poor growth approach. Accordingly, the poverty line
and its corresponding poverty indicators are first calculated to examine the welfare
effects of price changes. Calculating the poverty line based on standardized methods
with the least amount of error in reality is important from this perspective. After
calculating the poverty line and its corresponding indicators in urban and rural areas,
considering the path of economic growth during the economic program, the welfare
resulting from it is examined. In this way, the concept of pro-poor growth was tested.
The results of the study showed that economic development programs have failed to
create the conditions for poverty reduction. Besides, poverty has increased in urban
and rural areas and among female and male heads of households.
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Extended Abstract

Introduction

Poverty is one of the most complex socio-economic issues, reflecting social, cultural, and economic underdevelopment.
It also has adverse social, cultural, political, and economic consequences. Reducing poverty and inequality is among
the primary goals of governments and economic policymakers. Among the key objectives of national development
programs are poverty alleviation, reducing inequality, and ensuring fair income distribution. Understanding and
assessing the state of poverty in a society is the first step in policymaking and designing poverty reduction programs
for any community (Salari et al., 2024). Examining the state of poverty and income distribution, like any other
economic variable, is of significant importance. Therefore, poverty reduction requires inclusive growth and good
governance at the national level. Furthermore, this process demands sustainable developmental approaches. Previous
research indicates that mere economic growth is insufficient to guarantee sustainable and acceptable poverty reduction.
Equal growth rates can lead to varying poverty reduction outcomes across countries. Research in Iran also suggests
that poverty reduction has not necessarily accompanied economic growth. For example, a recent evaluation by the
World Bank points to an increase in poverty in Iran, based on a $5.5 per day threshold (Zare Chamazkati et al., 2022).
One factor that can affect welfare and poverty is changes in the general price level. Inflation, or the rise in the general
price level, is a harmful economic phenomenon with extensive and diverse socio-economic and cultural consequences.
Among its significant impacts are worsening income distribution, altering relative prices, and consequently disrupting
optimal resource allocation. However, the most critical economic harm caused by inflation is the uncertainty about its
future levels (Qolibeglu, 2011). For most governments, reducing poverty and improving income distribution are
essential and unavoidable tasks. What is crucial is how to plan and identify poverty effectively. In poverty alleviation
programs, governments must adopt methods to identify the poor, ensuring that the lowest deciles of society are
prioritized. The government’s support framework must be designed to ensure that, given resource allocation
constraints, eligible individuals benefit while ineligible ones are excluded. In poverty-related studies, it is often
considered self-evident that the more awareness there is about poverty, the easier it becomes to reduce it (Elssin, 2008).
In this regard, analyzing household income and expenditure plays a vital role. Economic policymaking requires
understanding household income levels and targeting specific groups to reduce inequality and poverty. It is essential
to examine whether economic growth has contributed to improved income distribution. Based on Articles 29, 31, and
43 of the Iranian Constitution, one of the aspirational goals of the Islamic Republic is to combat poverty and economic
and social inequality in the country. To this end, two parallel strategies have been pursued post-revolution. One strategy
has been the expansion of government assistance to combat poverty and deprivation. In this context, the government
has implemented policies and plans through six economic and social development programs. This study focuses on
examining poverty and inequality indicators in Iran’s economic development plans, emphasizing the pro-poor growth
approach.

Method

This study utilizes the absolute poverty definition to measure the poverty line. According to this definition, the absolute
poverty line is calculated based on the minimum daily caloric intake, analyzed for the period from 1995 to 2021 (1374—
1400 in the Iranian calendar). Initially, the minimum income required to meet the nutritional needs of an individual
was calculated. The defined food basket aligns with the dietary habits of the society and is based on the Ministry of
Health’s recommended dietary patterns. This model adheres to three key principles: balance, diversity, and nutritional
adequacy. In addition to meeting nutritional needs, it considers individual differences, dietary habits and preferences,
and production and distribution conditions. The food basket suggested by the Ministry of Health’s Nutrition
Improvement Office was used in this study, with adjustments made to ensure it equates to 2,100 kilocalories per day.
The Orshansky method was employed in this research to add non-food costs to the food poverty line. This method is
based on Engel’s Law, which calculates the average ratio of food expenses to total household expenses. The inverse
of this ratio is then multiplied by the food poverty line to derive the overall poverty line. However, calculating this
ratio for all income groups has been criticized, as Engel’s Law indicates that higher-income groups allocate a smaller
proportion of their expenses to food. Including such groups in the calculation of the Engel coefficient could lead to an
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unrealistic estimate of the poverty line. To address this issue, the ratio of food expenses to total expenses was estimated
only for poor groups, typically the lowest-income deciles (the first and second deciles).

In Iran, due to the specific income distribution pattern, the lower-income deciles represent a large percentage of the
population. Therefore, it is assumed that the poor comprise no more than 40% of the population. As a result, data from
the 40% of households with the lowest total expenditures were used to calculate the ratio of food expenses to total
expenses.

Results:

The data used in this study includes information on the household budget of urban and rural families collected by the
Statistical Center of Iran over the period 1993-2021 (1372-1400 in the Iranian calendar). The survey on household
income and expenses during this period was conducted in two different formats based on two separate classifications
of goods and services. Until 2004 (1383), data collection was conducted using the Harmonized Commodity Description
and Coding System. From 2004 onwards, household budget survey questionnaires were prepared and implemented
based on the Classification of Individual Consumption According to Purpose (COICOP). To create a dataset with
appropriate frequency for econometric estimations, household budget data collected under the earlier classification
system (prior to 2004) needed to be adjusted and matched with the new classification system at the level of 12
commodity groups. This was done by mapping the codes of goods from the two classifications according to the
corresponding table. Since a household is generally formed with at least two members, with minimal economies of
scale realized at this size, a two-member household was considered the reference family for this study. The equivalence
scale for households ranging from 1 to 13 members and beyond was calculated accordingly. The cost of the optimal
food basket was calculated annually based on the prices of each year, separately for urban and rural households. For
each year studied, and for both urban and rural households, the ratio of the actual gross expenses of the lowest-income
40% of two-member households to the food poverty line for two-member households was calculated. The inverse of
this ratio was multiplied by the food poverty line for two-member households to derive the total poverty line for two-
member households. Using equivalence scales, the poverty line for households of other sizes was also determined.
During the Second Economic Development Plan (1995-1999 or 1374-1378 in the Iranian calendar), the urban poverty
line increased from 160,000 rials in 1995 to 360,000 rials by the end of the plan, reflecting a growth rate of 124%. In
rural areas, the growth rate during the First Economic Development Plan was slightly over double. The rural poverty
line rose from 109,000 rials in 1995 to 220,000 rials.

In the Third Economic Development Plan (2000—2004 or 1379—1383), the urban poverty line increased from 440,000
rials to 940,000 rials, while the rural poverty line rose from 270,000 rials to 520,000 rials. The growth rate of the
poverty line in both urban and rural areas was approximately equal at around 90%. At the beginning of the Fourth
Economic Development Plan (2005-2009 or 1384—1389), the urban poverty line rose from 940,000 rials to 2.39 million
rials, reflecting a growth rate of 154%. Similarly, in rural areas, the poverty line grew from 560,000 rials to 1.4 million
rials, with a growth rate of 148%. During the Fifth Economic Development Plan (2011-2015 or 1390-1395), the
growth in the poverty line more than doubled. At the start of the plan in 2011, the urban poverty line increased from
2.85 million rials to 6.94 million rials, showing a growth rate of 144%. Meanwhile, the rural poverty line rose from
1.73 million rials in 2011 to 4.11 million rials, reflecting a growth rate of 138%. In the Sixth Economic Development
Plan (starting in 2016 or 1396), the per capita urban poverty line reached 7.71 million rials. By 2021 (1400), the poverty
line had grown by over 148% to reach 19.12 million rials. In rural areas, the per capita poverty line increased from
4.68 million rials in 2016 to 12 million rials in 2021, indicating a growth rate of 156%.

Conclusion:

Today, poverty is one of the most pressing challenges faced by humanity, making its analysis and resolution critically
important. Extensive studies in this field highlight the significant role of economic growth in poverty reduction.
However, an often-overlooked factor is income inequality, which can exacerbate poverty in a society. In recent
decades, societies that have focused on both economic growth and reducing inequality have achieved better results in
poverty alleviation. Economic growth alone is insufficient for reducing poverty; income distribution must also ensure
that poor households benefit from the growth.

In this study, to examine the welfare impacts of price changes, the poverty line and its corresponding indices are first
calculated. Calculating the poverty line using standard methods that closely reflect reality is crucial in this context.
After determining the poverty line and related indices for urban and rural areas and comparing them, the study evaluates
the welfare impacts of economic growth during the implementation of economic programs. The concept of pro-poor
growth is also tested.
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The study’s findings reveal that the economic development programs have failed to create conditions conducive to
reducing poverty. Poverty levels have increased in both urban and rural areas and among male and female heads of
households. Based on these findings, the following recommendations are proposed:

1.To reduce poverty in the country, policymakers and authorities should prioritize two main strategies: increasing
economic growth and reducing inequality.

2. It is crucial to develop supportive, trade, budgetary, and tax policies tailored to different regions of the country to
address inequality and poverty.

3. The precise implementation of targeted subsidies and cash assistance programs for specific groups is essential to
reducing inequality.

4. Creating favorable conditions for employment, trade, and effective engagement with other countries is
recommended. These measures would increase employment and income levels, ultimately reducing poverty and
improving income distribution.
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