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Abstract 

In this study a static Computable General Equilibrium model based on 

Iranian Social Accounting Matrix of 1380 was applied to investigate the 

impact of 20 and 50 percent increase in government expenditure under 

floating exchange rate regimes on poverty indices. The impact of increased 

government expenditure on poverty indices was performed by analyzing its 

impact on household’s consumption and prices. The results revealed that 

based on the consumption changes, increased government expenditure 

increases poverty throughout urban households, while regarding the price 

changes, increments of government expenditure will reduce poverty 

indices. In the case of rural households, based on both of consumption and 

price changes approaches, increase in government expenditures result in 

reduced poverty indices. However, generally speaking, regarding the level 

of expenditure increment, changes in poverty indices are not considerable.     

Keywords: Government Expenditure, Poverty Indices, Consumption, Price 

Computable General Equilibrium. 

 

Introduction 

It is of main objectives of any economy and economic agents to provide 

social welfare. So, changes in social welfare (poverty) is of fields that can 

be regarded as a criterion to evaluate the economy. Although, there are 

some differences among criteria developed to measure poverty, most of 

them highly emphasize on basic needs. Srivasan (2000), for example, 

defines poor who is not able to get least of things including food, cloth, and 

housing. Rejaei (2000), believes that poverty is to fail to attain basic needs 
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by human being. Although developing a comprehensive definition for 

poverty is to some extant impossible, based on the simple measures a large 

majority of Iranian people are under poverty line. Base on the Farajzade 

(2001), more than 52 percent of rural and in excess of 62 percent of urban 

households are under poverty line. So it is necessary to perform some 

polices aiming at poverty reduction. One of the main characteristics in 

Iranian economy is departure from public dominant economy toward 

market based economy one and in this situation inattention to the condition 

of the poor will pose some barrier to get the market based economy. 

Among different policies to cop with the poverty some believe that it is a 

problem caused by economic mechanism so an economic solution is 

needed. Adapting this view of existence of poverty and its solution, 

supporting the poor by direct payment of subsidy or other forms of 

payment will suppress the poverty only in short run and may not be 

considered as a long run solution. In long run it is needed to bring about 

some opportunities for the poor to incise their income. More intervention 

by government by adopting some policies like direct payment that targets 

the poor directly may fail to get the long run goal of poverty alleviation. 

Therefore it is needed to investigate the more intervention of government in 

form of increased expenditure and in this study we try to study the 

increasing government expenditure using computable general equilibrium. 

Most of studies in evaluating the government policies have chosen a part of 

government expenditure as policy variable. Kwon (2000), investigated the 

expenditure used for establishing rural road in Indonesia. The findings of 

this study showed that 1 percent increase in cost expending in rural road 

will decease the rural poverty by 0.3 percent.     

Balisacan and Pernia (2003), also showed that in Philippines by increasing 

the access to  road by 1 percent the percentage of the poor is expected to 

decrease by 0.32 percent.  
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Increasing investment expending in agricultural sector has been attened as 

a source of poverty alleviation policy. For example, Van de Wall, D. 

(1998), showed that in Vietnam expanding irrigation network may increase 

the income of the poor more than the wealthy ones. Fan (2003), also 

showed that among the different fields, investment in research on irrigation 

and rural training has the highest impact on the rural poverty.   

Fan et al., (2002), shoed that by expending 10,000 Yuan 2.3 persons can 

release from poverty in China.  

Expending more by government is expected to influence the poverty by 

changing consumption and prices. For example, Linnemann and Schabert 

(2004), showed that increased government will increase the private 

consumption. Delnino and Dorosh (2002) also showed that government 

expending in for of direct physical subsidy of wheat would result in higher 

consumption among Bangladeshian households. In this study change in 

poverty is investigated by means of following the changes happened in 

consumption and prices as a result of increased government expenditure. 

The methodology of CGE model and data source is presented in next 

section. The second section presents findings for consumption and prices 

variables. Based on this estimates in last part of section two we present 

some simulations that assess the likely impact of specific changes in 

poverty caused by government expending. Finally we offer our policy 

implications and recommendations. 

Methodology and Data 

The CGE model used in the study is based on the Social Accounting Matrix 

(SAM). The model of the study was solved using calibration on the data 

obtained from SAM. We followed the model developed by Lofgren (1999), 

in that the mode is able to obtain the parameters and the relation among 

variables using the SAM only.  
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In the model producers were assumed to maximize their profit under Cobb-

Douglas technology. Consumers also maximize their utility subject to their 

limited budget.  

The model is homogenous of degree zero in terms of prices. Assuring that a 

exclusive solution is obtained normalizing equation of price, consumers 

price index (CPI) in this study, was added to equations, leading to equal 

number of equations and indigenous variables. Considering the CPI as 

normalizing equation the all price change simulations can be interpreted as 

compared with CPI changes (Lofgren, 1999).  

The Iranian urban and rural households were deal with separately. In the 

study the production factors are labor and capital stock. The economy 

sectors as well as activities and commodities also contain the agricultural 

and non agricultural one. Considering activities and commodities 

separately facilitates the calibration process.   

The labor price was assumed to be different in sectors. But price of capital 

stock was assumed same in both of sectors. In addition, contrary to the 

labor, capital stock was assumed to be in full employment. The imported 

and domestic produced commodities were regarded as incomplete goods. 

The exporting commodities were also considered of higher quality as 

compared with ones traded inside. So the higher prices were regarded for 

each unit of exporting and importing commodities as compared with 

domestic traded ones. In the next part the parameters, variables as well as 

the equations are introduced.  

Parameters 

a ∈A activities 

c ∈C commodities 

c ∈CM ( C) imported commodities 

c ∈CNM ( C) non-imported commodities 

c∈CE ( C) exported commodities 
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c∈CNE ( C) non-exported commodities 

f ∈F factors 

h∈H ( I) households 

i∈I institutions (households, government, and rest of world) 

 
aad production function efficiency parameter 

 caq shift parameter for composite supply (Armington) function 

cat shift parameter for output transformation (CET) function17 

cpi consumer price index  

ccwts commodity weight in CPI 

caica quantity of c as intermediate input per unit of activity a 

hmps share of disposable household income to savings 

 cpwe export price (foreign currency) 

cpwm import price (foreign currency) 

cqg government commodity demand 

cqinv base-year investment demand 

hfshry share of the income from factor f in household h 

cte export tax rate 

ctm import tariff rate 

ctq sales tax rate 

iitr ′ transfer from institution i' to institution i 

hty rate of household income tax 

faα value-added share for factor f in activity a 

chβ share of commodity c in the consumption of household h 

q

cδ share parameter for composite supply (Armington) function 

t

cδ  share parameter for output transformation (CET) function 

 acθ yield of commodity c per unit of activity a 

Archive of SID

www.SID.ir



 97

q

cρ exponent ( )∞− pp
q

c
ρ1  for composite supply (Armington) function 

t

cρ exponent  ( )∞− pp
t

c
ρ1 for output transformation (CET) function 

q

cσ elasticity of substitution for composite supply (Armington) function 

t

cσ elasticity of transformation for output transformation (CET) function 

 

Variables 

EG       government expenditure 

EXR    foreign exchange rate (domestic currency per unit of foreign 

urrency) 

FSAV  foreign savings 

IADJ    investment adjustment factor 

PAa     activity price 

PDc     domestic price of domestic output 

PEc     export price (domestic currency) 

PM      import price (domestic currency) 

PQc     composite commodity price 

PVAc  value-added price 

PXc     producer price 

QAa    activity level 

QDc    quantity of domestic output sold domestically 

QEc    quantity of exports 

QFfa   quantity demanded of factor f by activity a 

QFSf   supply of factor f 

QHch  quantity of consumption of commodity c by household h 

QINTc  quantity of intermediate use of commodity c by activity a 

QINVc  quantity of investment demand 

QMc      quantity of imports 
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QQc      quantity supplied to domestic commodity demanders (composite 

supply) 

QXc      quantity of domestic output 

WALRAS dummy variable (zero at equilibrium) 

WFf       average wage (rental rate) of factor f 

WFDISTfa  wage distortion factor for factor f in activity a 

YFhf    transfer of income to household h from factor f 

YG      government revenue 

YHh    household income 
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Price Equations 

Import Price 

CMcpwmEXRtmPM
ccc

∈+= .).1(                                                       (1) 

Import Price 

CEcpweEXRtePE
ccc

∈−= .).1(                                                            (2) 

Iran is regarded as small country so foreign-currency import and export 

prices are used as erogeneity. 

Absorption 

[ ] CctqQMPMQDPDQQPQ
cCMccccccc

∈++=
∈

)1.().(..                        (3) 

For each commodity, absorption includes the total value of domestic 

consumed commodity in terms of domestic prices. 

Domestic Output Value 

CcQEPEQDPDQXPX
CEccccccc

∈+=
∈

).(..                                          (4)                                                                  

For each commodity, domestic output value at producer prices is stated as 

the sum of the value of domestic output sold domestically and the export 

value (in domestic currency). This equation reflects the fact that the CET 

(constant-elasticity-of-transformation) function (Equation 14) is linearly 

homogeneous. The export part only applies to exported commodities. The 

producer price, PXc , can be derived by dividing through by QXc. Note that, 

in this model, the domestic output quantity is referred to as QXc (as 

opposed to Qc in earlier models). See discussion of Equations 14 and 15 for 

further details. 

 

Activity Price 

∑
∈

∈=
Cc

acca
AaPXPA θ.                                                                           (5) 

Value-added Price      

∑
∈

∈−=
Cc

accaa
AaicaPQPAPVA .                                                        (6) 
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Production and Commodity Block 

Note that in this equation, there is a change in notation for the price 

applying to intermediate inputs (the composite supply price). In this block, 

Equations 7–10 are unchanged compared to Exercise 4 (except for a minor 

notation change in Equation 10). Equations 11–16 are new. They allocate 

domestic supply of composite commodities between imports and domestic 

output, and transform domestic output to exports and domestic sales. 

Simpler expressions apply to commodities that are not imported and/or not 

exported. 

Activity production function 

AafaQFadQA
Ff

faac
∈= ∏

∈

α.                                                                  (7) 

Factor Demand 

AaFf
QF

QAPVAa
WFDISTWF

fa

aafa

faf
∈∈= ,

..
.                                        (8) 

Intermediate Demand 

AaCcQAicaQINT
acaca

∈∈= ,.                                                           (9) 

 Output Function 

 CcQAQX
a

Aa
acc

∈=∑
∈

.θ                                                                    (10) 

Composite Supply (Armington) Function 

 CMcQDQMaqQQ
q

c
q
c

q
c

c

q

cc

q

ccc
∈−+=

−

−−

1

]).1(..[ ρρρ ρδ    (11) 

This function aggregate domestically sold commodities including 

domestically produced and imported commodities. This function is known 

as Armington function.  

Import-Domestic Demand Ratio 

Mc
PM

PD

QD

QM
q
c

q

c

q

c

c

c

c

c ∈








−
=

+ρ

δ

δ 1

1

1
.                                                                      (12) 

Archive of SID

www.SID.ir



 101

Equation 12 defines the optimal mix between imports and domestic output. 

Its domain is also limited to imported commodities. Together, Equations 3, 

11, and 12 constitute the first-order conditions for cost minimization given 

the two prices and subject to the Armington function and a fixed quantity 

of the composite commodity. 

Composite Supply for Nonimported Commodities 

                                                                                                                         

                   (13)                                          CNMc∈                       cc QDQQ =  

For commodities that are not imported, the Armington function is replaced 

by the above statement, which imposes equality between “composite” 

supply and domestic output used domestically. 

 

Output Transformation (CET) Function 

( )( ) CEcQDQEatQX
t
c

t
c

t
c

c

t

cc

t

ccc ∈−+= ρρρ δδ
1

.1..                                                          (14) 

Imperfect substitutability between imports and domestic output sold 

domestically is paralleled by imperfect transformability between domestic 

output for exports and domestic sales. The latter is captured by Equation 

14. The CET function, which applies to exported commodities, is identical 

to a CES function except for negative elasticities of substitution. The 

isoquant corresponding to the output transformation function will be 

concave to the origin given the restriction imposed on the value of 

tρ ( )∞− pp
t

c
ρ1 ). In economic terms, the difference between the 

Armington and CET functions is that the arguments in the former are 

inputs, those in the latter are outputs. 

Export-Domestic Supply Ratio 

CEc
PD

PE

QD

QE
t
c

t

c

t

c

c

c

c

c ∈








−
=

+ρ

δ

δ 1

1

1
.                                                                          (15) 
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Equation 15 defines the optimal mix between exports and domestic sales. 

Equations 4, 14, and 15 constitute the first-order conditions for 

maximization of producer revenues given the two prices (export and 

domestic) and subject to the CET function and a fixed quantity of domestic 

output. 

One important difference between the equations for import demand (12) 

and export supply (15) is that the quantity demanded of the imported 

commodity (QMc) is inversely related to the import price, whereas the 

quantity supplied of the exported commodity (QEc ) is directly related to 

the export price. 

 

Output Transformation for Nonexported Commodities 

                                                                                                     (16) CNCc ∈ 

                      
cc

QDQX =  

For commodities that are not exported, the CET function is replaced by a 

statement imposing equality between domestic output sold domestically 

and domestic output.  

Institution Block 

This block is not changed compared to Exercise 4, except for the 

appearance of items related to interactions with the rest of the world (trade 

and transfers) in the definitions of household revenue and the revenue and 

expenditure of the government. 

Factor Income 

FfHhQFWFDISTWFshryYF
Aa

fafafhfhf ∈∈= ∑
∈

,...                            (17) 

Household Income 

∑
∈

∈++=
Ff

rowhgovhhfh HhtrEXRtrYFYH ,, .                                                 (18) 
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Household Consumption Demand 

( )( )
HhCc

PQ

YHtymps
QH

c

hhhch
ch ∈∈

−−
= ,

.1.1.β
                                    (19) 

Investment Demand 

CcIADJqinvQINVc ∈= .                                                                     (20) 

Government Revenue 

( )( )∑ ∑ ∑∑
∈ ∈ ∈

∈
∈

+++++=
Cc CMc CEc

ccccccCMcccccc

Hh

rowgovhh QEpweEXRteQMpwmEXRtmQMPMQDPDtqtrEXRYHtyYG ........... ,

  (21) 

Government Expenditures 

∑ ∑
∈ ∈

+=
Hh Cc

ccgovh qgPQtrEG .,                                                                         (22) 

System Constraint Block 

This block defines the constraints that are satisfied by the economy as a 

whole without being considered by its individual agents. The model’s 

micro constraints apply to individual markets for factors and commodities. 

With the few exceptions discussed below (for labor, exports, and imports), 

it is assumed that flexible prices clear the markets for all commodities and 

actors. The macro constraints apply to the government, the savings-

investment balance, and the rest of the world. For the government, savings 

clear the balance, whereas the investment value adjusts to changes in the 

value of total savings. For the rest of the world, the alternatives of a 

flexible exchange rate or flexible foreign savings are permitted in the 

current formulation.  

In this block, the rest-of-world constraint (Equation 25) is new while the 

commodity market and savings-investment balance (Equations 24 and 26) 

have been modified (compared to Exercise 4). The treatment of factor 

markets (Equation 23) is unchanged. 

Factor Markets 

∑
∈

∈=
Aa

ffa FfQFSQF                                                                        (23) 
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For the two factors, the closure rules are the same as for Exercise 4: 

unemployment with fixed, activity-specific real wages for labor and fixed 

capital use for each activity. This is achieved by fixing the following 

variables at base values: WFDISTlab,a, WFlab, QFcap,a, and WFcap. 

 

Composite Commodity Markets 

c ca ch c c

a A h H

QQ QINT QH qg QINV c C
∈ ∈

= + + + ∈∑ ∑                                        (24) 

In the absence of foreign trade, the commodity market equilibrium 

condition in Exercises 1–4 equated output and domestic demand. This new 

equilibrium condition imposes equality in the composite commodity 

market with the demand side represented by all types of domestic 

commodity use while the supply comes from the Armington function (or its 

substitute for nonimported commodities) that aggregates imports and 

domestic output sold domestically. The variable PQc clears this market. 

In addition to the composite commodity, the model includes quantity (and 

associated price) variables for the following commodities and activities: 

QM, QE, QX, QD, QA. These variables represent both the quantities 

supplied and demanded (that is, the equilibrium quantity has been 

substituted for the quantities supplied and demanded throughout the 

model). For exports and imports, the quantities demanded and supplied 

clear the markets (infinitely elastic world market demands and supplies at 

fixed foreign-currency prices).For the remaining three quantities, the 

associated price variables (PX, PD, and PA) serve the market clearing role. 

(Exercise: Rewrite the model with separate supply and demand variables 

replacing QM,QE, QX,QD, QA, and a full set of  equilibrium conditions for 

the corresponding markets.) 
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Current Account Balance for Row (in Foreign Currency) 

∑ ∑
∈ ∈

∈+++=
Aa Hh

ccchcac CcQINVqgQHQINTQQ                                         (25) 

The current-account equation (which is expressed in foreign currency) 

imposes equality between the country’s earning and spending of foreign 

exchange. Foreign savings is equal to the current-account deficit. Careful 

counting of equations and variables in the current model would indicate 

that the number of variables exceeds the number of equations by one. This 

is related to the fact that the model includes two variables that may serve 

the role of clearing the current-account balance—the foreign exchange rate 

(EXR) and foreign savings (FSAV). The experiment for this Exercise (see 

below), assumes that FSAV is fixed. 

Savings-Investment Balance 

( ) ( )∑ ∑
∈ ∈

+=+−+−
Hh Cc

cchhh WALRASQINVPQFSAVEXREGYGYHtymps ...1.                    (26) 

Foreign savings, converted into domestic currency, appears as a new item 

in Equation 26. As long as either the exchange rate or foreign savings is 

fixed, their presence does not influence the savings investment closure of 

the model, according to which the savings value determines the investment 

value. 

Price Normalization 

cpicwtsPQ c

Cc

c =∑
∈

.                                                                                    (27) 

Impact of Government Expenditure on Poverty 

In this study impact of increased government expenditure on poverty were 

investigated by means of changes happened in private consumption and 

prices. At first the impacts of increment in government expending on the 

private consumption and prices were obtained by solving the CGE model. 

Then, the changes occurred in the private consumption and prices 

transformed to total expenditure of a sample of rural and urban households.  
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In order to evaluate impacts of various scenarios, including 20 50 percent 

increment in government expenditure, on poverty, FGT1 criteria was used. 

These criteria are defined as (Datt, 1998):  

( )dXXf
Z

XZ
P

z

0
∫ 




 −
=

α

α

0≥α  

Where x is household consumption expenditure, f(x) is density function of 

household consumption expenditure; Z is indicator of poverty line, 

measured in terms of expenditure level and α  is non-negative parameter. 

The above relation can be rearranged as follows.  

∑
α

α 






 −








=

Z

XZ

N
P

1

 

Where N is number of population. High value of α  indicates high 

sensitivity of poverty index to inequality among the poor. The value of 

3,2,1=α  are head-count, poverty gap and distributionally poverty sensitive, 

respectively (Minot & Goletti, 2001). 

                                                
1-Foster-Greer-Thorbecke 
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Data Base 

The data base used in the study comes from Iranian SAM of 2001 that is 

the last one prepared by Iranian Central Bank. Our SAM contains 14 rows 

and columns including Commodities (agricultural and non-agricultural), 

Activities (agricultural and non-agricultural), Production Factors (labor and 

capital), Institutions (urban households, rural households and government), 

Taxes (sales tax, import tax and income tax), Rest of World, Saving and 

Investment.  

Dataset used for poverty analysis also contains the monthly per capita 

expenditure of urban and rural Iran obtained from Household Survey of 

Iranian Statistical Center. The CGE model implemented using GAMS 

software. 

Results & Discution 

 We present the results of impact of government expenditure 

increment by 20 × 50 on poverty indices. In orther to investigate the impact 

of government expenditure increment two views were considered. First 

changes of consumption expenditure among households was considered. In 

second view of investigation our approach is based on price changes. We 

reconsidered expenditure instead of income of households. Generally it is 

believed that expenditure is more likely to show the actual welfare as 

compared with income (Mukherj & Benson, 2003). Price changes is 

expected to influence the real income as well as the welfare. Next section 

presets the changes in the two concerning variables namely household 

expenditure and consumption Expenditures. 

 Consumption expenditure were considered for rural & urban 

households as well as agricultural and nonagricultural commodities 

separately. In addition, regarding the importance of exchange rate regime 

we traced the change in both of fixed and floating context. 
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 As table 1 shows depending on the exchange rate regime we will 

have completely affront condition in the case of concerned variables. Under 

the floating exchange rate regime more expending by government will 

result in increased consumption of agricultural and nonagricultural 

commodities thought rural and urban households. While under fixed 

exchange rater regime the policy will decrease the consumption of the 

agricultural commodities. Consumption of nonagricultural commodities 

under both of exchange rate regimes will be decreased by increasing 

government expenditure increment in government expenditure by 30 & 50 

consumption of agricultural commodities under floating exchange rate 

regime in urban Iran will increased by 4.8 & 8 respectively. 

 The corresponding figures for rural Iran are 4.7 & 7.8 respectively. 

The other figures presented in Table 1 are not considerable. In addition 

they show a reduction in consumption of commodities in spite of 

considerably raise in government expenditure. 

 It is notable that under floating exchange rate regime changes in 

consumption of rural Iran is higher then urban one, implicating that rural 

consumption pattern is more likely to change as compared with urban one. 

Iranian government has proceed to floating and single rate of exchange rate 

reign since 2001. So we investigate the impact of increment in government 

expenditure under floating exchange rate regime  among the three scenarios 

of government expenditure increment 20% and 50% were chosen. 

Prices: 

 The impact of increment in government expenditure has summarized 

in Table 20% under fixed exchange rate prices are not influences, while 

under floating exchange rate irrespective of the amount of increment in 

government expenditure prices will decrees by 11%  it is notable that in 

Iran public sector forms a great body of economy. 

 Impact of Government Expenditure Increment on Poverty Indices. 
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 We used poverty line developed by Resident (1998) after adjusting it 

for 2004. The monthly poverty line in Rials were obtained 3318950 and 

2173304 Rials for urban and rural households respectively. Iranian 

households size is 4.2 and 4.9 for urban and rural household respectively. 

Based on the poverty lines 36.74 of urban and 27.57 urban Households. 

 Results of government expenditure increment on poverty indices 

including head count, poverty gap and poverty severity, based of two views 

of change in prices on consumption have summarized in Table 3. As the 

table illustrates the results obtained for two views are not same. Regarding 

the consumption view, increment in government expenditure results in 

higher values of poverty indices while based on the price view some 

improvement in the poor condition is expected. In other words, despite the 

possible increment in disposable income of households due to government 

expenditure possibly because of higher tendency to save the consumption 

will decrees. Rahmati (2007) is among the Iranian studies that reported 

high MPC of 055% for urban households. It is important to know that in 

two recent decades Iranian inflation rater has been 20% with some years 

higher. Under the high growing prices due to increasing opportunity cost of 

consumption economic agents prefect to save and finally proceed toward 

investment. In the case of consumption view changes in poverty indices are 

not so considerable especially it is negligible for hed count ratio index, in 

that it raise the head count ratio by 1.14% while the corresponding figure is 

higher than 6% for poverty severity index. 

 In the case of price change view, contrary to the consumption change 

view, the difference between results obtained by 20 and 50% increment in 

government expenditure is completely intense. For example, 20% 

increment of government expenditure lead to reduction in poverty severity 

by only 0.3%, while the corresponding figure for 50% increment is greater 

than 18%. According to the price changes view increasing government 
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expenditure by 50% lessen the poverty to lower figure of 41%. 

Improvement in two other poverty prices are also considerable. By and 

large more improvement in poverty indices is expected along with higher 

percentages of increment in government expenditure.  

Rural Iran 

 Contrary to the urban in the case of rural household the results 

obtained from approaches of consumption and prices changes views are at 

same direction. According to both of views increment in government 

expenditure may improve the condition of the poor (Table 4). As can be 

seen in Table 4 increasing government expenditure by 20% has more 

impact on the poverty indices under consumption changes view as 

compared with view of price changes. Under the scenario of 50% 

increment in government expenditure a reverse priority is emerged for the 

views. So that under the scenario of 50% increment taking price change 

will end in more improvement in poverty indices as compared with 

consumption change view. In addition by increasing the government 

expenditure from 20% to 50% the gap between the impact obtained by two 

views tends to increase. For example by increasing government 

expenditure by 20% under consumption and price changes views 

respectively about 1.41 and 0.44 of whole will be released from poverty 

trap. While corresponding figures under 50% government expenditure 

scenario are 2.78 and 5.57% respectively. In general increment in 

government expenditure will improve the condition of the rural poor. 

Conclusion and Policy Implication 

 In this study impact of increase in government expenditure on 

poverty indices was investigated using a two sector CGE model. To get the 

objective impact of government expenditure was traced by tracing its 

impact on consumption of households and commodity price including 

agricultural and non-agricultural commodities. Then the impact of change 
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resulted by government expenditure increment was followed on households 

expenditure. Poverty indices are FGT class including head count ratio, 

poverty gap and poverty severity. Regarding the consumption view, 

increased government expenditure will increase poverty indices throughout 

urban households while based on the price view some improvement is 

expected.  

 This conflict may cause from high propensity to save in urban Iran 

that in turn is consequent of high inflation in Iran. By increment 

government expenditure low prices as well as low cost consumption is 

expected. But generally due to the high inflation rate in Iran during two last 

decades higher real income, caused form, increased government 

expenditure, is appeared in form of more saving rather than more 

consumption. In the case of rural households based on both of views 

expending more by government is expected to decrease poverty as well as 

to improve the condition of the poor. But it is notable that increasing 

government expenditure by 50% will impose as high financial burden to 

government of course to tax payers casting doubt on the effectiveness of 

the policy. Therefore targeted expending in vital. It is the time that Iranian 

public sector is needed to become small and it has beaming departure  

toward the reduced public sector since 2006. So in the meantime of public 

sector reduction targeted expending is required to cop with the spread 

poverty specially in urban Iran. In addition there are some differences 

between rural and urban Iran, needing for specific and different policies. 

References 

1-Abu  Bader, S. and A. S. Abu – Qarn. (2003). Government expenditure, 

military spending and economic growth: Causality evidence from Egypt, 

Israel, and Syria. Journal of Policy Modeling. 25: 567- 583.  

Archive of SID

www.SID.ir



 112

2-Boucher Breuer., J. and L. A. Clements. (2003).The commodity 

composition of US–Japanese trade and the yen/dollar real exchange rate. 

Japan and the World Economy. 15: 207-330. 

3-Cushin, P. (1995). Government spending taxes and economic growth. 

International Monetary Fund. IMF Staff Paper. 42: 202-218. 

4-Decaluwe, B., A. Patry., L. Savard and E. Thorbecke. (1999). Poverty 

Analysis Within a General Equilibrium Framework. Working paper 9909, 

CREFA 99-06. Working Paper. 

5-Demelo, J. and Sh. Robinson. (1989). Product Differentiation and the 

Treatment of Foreign Trade in Computable General Equilibrium Models of 

Small Economies. Journal of International Economics. 27: 47-67.  

6-Dervis, K. Melo. J. and S. Rabinson. (1982). General equilibrium models 

and development policy. Cambridge University Press. 

7-Hsieh, E. and K. Lai. (1994). Government spending and economic 

growth: The G-7 expenditure. Applied Economics. 26: 535-542. 

8-Lofgren, H. (1999). Exercises in general equilibrium modeling Using 

GAMS. International Food Policy Research Institute. Washington, D. C. 

9-Mukherjee, S. and T., Benson, (2003). The determinants of poverty in 

Malawi, 1998, World Development. 31: 339–358. 

 

 

 

 

 

 

 

 

 

Archive of SID

www.SID.ir



 

 

https://sid.ir/1791
https://sid.ir/1792
https://sid.ir/1793
https://sid.ir/1795
https://sid.ir/1794
https://sid.ir/1796
https://sid.ir/1702
https://sid.ir/1700
https://sid.ir/1699
https://sid.ir/1698
https://sid.ir/1787

