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Supporting Iran in implementation of an integrated energy efficiency market

The Economic Impacts of Fuel Price Policy in Iran
Figure 1 - Gasoline and diesel prices and related subsidies at the global (a), national (b) and household level (c)

a. Global Level

c. Household Level
Benefit from gasoline subsidies in different
income deciles before the latest price hike

Gasoline and diesel prices in Iran and
neighboring countries
Turkey

Index (decile 1 = 1)

12

World Average

10.97

10

Pakistan
Afghanistan
Iraq
Azerbaijan
Turkmenistan
Iran

6.53

6

4.17

4
2

Kuwait

8.32

8

1.88

2.57

4.89

5.64

3.35

1

0

0.00

0.20

0.40

Diesel Price
(EUR/L)

0.60

0.80

1.00

1

1.20

Gasoline Price
(EUR/L)

2

3
4
5
6
Income deciles

Low income

7

8

9

10

High income

Source: https://www.alef.ir/news/3980824081.html

Source of data (updated January 2020): www.globalpetrolprices.com

In mid-November 2019, Iran reintroduced the use of
fuel cards and set a rationing system based on a twotiered price for gasoline: 15,000 IRR/liter (11 EUR
cent)** for the quota, and 30,000 IRR/liter (22 EUR cent)
for purchases above the quota. The quota depends on
the vehicle type and its application (e.g. for private cars
60 liters per month and for taxis 400 liters). Before this
shift, the nominal gasoline price had remained
unchanged since 2015, at 10,000 IRR/liter (7 EUR cent).
The decision for a hike in gasoline prices had four main
goals: reduce fuel consumption, control smuggling,
recover the government’s financial position and
improve the distribution effects of fuel subsidies.

b. National Level
Share of oil products subsidies
(totals at 26 billion USD in 2018)
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Fuel supply and demand in Iran
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Figure 2 shows the growth in demand for gasoline and
diesel and domestic production over the last 20 years.
Population growth, urbanization, and inefficient
vehicles, some of which are obsolete, are among the
main reasons of the growing demand.

Source: Iranian Fuel Conservation Organization
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According to NIORDC (National Iranian Oil Refining and
Distribution Company), daily consumption of gasoline was
about 90 million liters in Iran in 2019. For most of the last 20
years, domestic gasoline production has not been able to
meet demand and imports have been necessary. With the
launch of new refineries, domestic supply has recently
surpassed demand (Figure 2). Nevertheless, the consumer
price of gasoline, set by the Government that is the sole
supplier of this product, has been always far below
international and even regional benchmarks (Figure 1.a). For
years, fuel prices have been set also below consumer price
inflation (Figure 3). Low prices imply large subsidies, a huge
burden for the public budget, and they set adverse incentives
to use fuels abundantly and inefficiently. Moreover, the sharp
difference in fuel prices in Iran and neighboring countries
(Figure 1.a) creates a case for fuel smuggling. There are
unconfirmed estimates that 10 to 20 million liters of fuels are
Figure 2 - Gasoline and diesel consumption and production in Iran
Based on Persian years (21 March to 20 March)
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Figure 3 - Gasoline and diesel prices in nominal and real terms in
Iran
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trafficked outside the country daily, which implies up to
USD 1.3 billion damage to the economy annually*.

Fuel subsidies and the Government’s financial position
One of the main objectives of increasing the gasoline
price is reducing the subsidies linked to the low prices of
oil products (Figure 1.b). High- and low-income
households do not benefit equally from these subsidies
(Figure 1.c): High-income consumers tend to receive a
higher share of the subsidies as usually they consume
higher amounts of fuels than low-income consumers.
According to the Planning and Budget Organization, the
latest gasoline price hike will add about IRR 300 trillion
(EUR 2.2 billion) to the Government’s coffer*. In
addition, even higher revenues are expected by reduced
smuggling, decreased consumption of price-sensitive
consumers and more importantly, gasoline export
opportunities. On the other hand, the Government
refused to increase the diesel price in order to prevent
the inflationary impacts of increasing the production
and distribution costs of goods and services, even
though the real price of diesel (measured in constant
2010 IRR) has been decreasing since 2011 (Figure 3). To
reduce the pressure of higher gasoline prices on low
income households, monthly cash transfers have been
allocated based on income and household size.
However, the Law on Energy Consumption Pattern
Reform, ratified by Parliament in 2011, suggests the use
of revenues from any energy price increase for the
following purposes, among others: improving efficiency
by applying up-to-date technologies, disposing of
obsolete vehicles and promoting bi-fueled and public
transportation. For the price hikes to exert influence on
consumer behavior, it is crucial that there exist viable
alternatives to the excessive use of fuels.
In the long run, the aim of energy efficiency will require
a closing of the gap to prices in competitive markets,
which will improve the business environment and thus
help to attract investors. In the mid-term, a gradual
increase of nominal prices can reduce the social
consequences of sudden price jumps. However, in order
to already trigger behavioral adjustments and
incentivize long-term investments, plans for future price
increases should be shared today with the public.
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Source of data: National Energy Balance (2005-2016), IMF 2017-2020
*Read More:
https://www.al-monitor.com/pulse/originals/2019/11/iran-gas-price-increase-economicimpact-protests.html
https://tinyurl.com/vct26q4
NIORDC 2016 Statistics of Oil Products
Islamic Parliament Research Center, 2018, Gasoline Issue: Risks and Approaches
**3 months average exchange rate (www.tgju.org): Nov. 2019- Jan. 2020 : IRR/EUR= 136,293
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Average 2015’s exchange rate: IRR/EUR=38,720
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