
Key points

• The Islamic Republic of Iran reduced its food and energy subsidies – the first drastic and comprehensive  
 energy subsidy reform of a major oil-exporting country – which led to substantial increases in domestic  
 energy and agricultural prices.

• The Government managed the reform without major resistance or economic disturbance due to careful  
 preparation, pricing policies and a cash transfer mechanism for certain households. 

There was a problem…

With its traditional dependence on the oil export revenue (accounting for about 65 per cent of its fiscal 
revenues), the policymakers in the Islamic Republic of Iran used to set domestic energy prices high enough to 
cover the production costs. However, when the international oil price began to rise in 2001 and the global reces-
sion came up in 2007 and 2008, a sharp fall occurred in the oil export and consequently, soaring international oil 
prices rapidly widened the gap between the domestic energy price and the global market price. Around the 
same time, the Islamic Republic of Iran became one of the world’s most energy-intensive countries due to the 
cheap national energy price related overconsumption, maintained by the high level of energy subsidy.1  

The artificially low energy price led to a rapid increase in domestic energy consumption mainly in the non-
production sector (with an eight-fold increase in energy consumption while there was a less than three-fold 
population increase between 1971 and 20123). As of 2008, the domestic gasoline price in the country was one 
twentieth of the international price (US$0.10 per liter compared with around US$2 per liter internationally) – a 
reform of the energy subsidies became urgently necessary. 

The need for reforming the energy price for a more stable economy was also strongly felt in the economic sanc-
tions afflicted on the country that restricted the country’s oil and natural gas export potential drastically. 

What was done?

The timing and measures of the reform were carefully calculated and adjusted through repeated consultations 
to ensure the preparedness of all related sectors. The preparation included the banking system to tackle possible 
massive cash withdrawal of the cash transferred, in case of any public panic and a fuel management system 
that ensured the timely distribution of compensation to households prior to the price rise to avoid a hit on the 
household welfare. The president announcement of the drastic energy price reform in an evening televised 
broadcast and other mass media in December 2010 was followed by a systematic information and communica-
tion campaign through the government machinery, ministers and senior officials. 

The primary challenge was making the drastic energy price reform acceptable to the public without severely 
hurting people’s welfare and to move the business sector to acceptance and a positive response to the reform. 
In combination with a rise of the price for liquid fuels and a new level set for the natural gas-, electricity- and

water tariffs, the Government introduced cash-compensation measures to ease the immediate impact of the 
sudden energy price rise. As a result, the feared public panic did not occur (few incidences of mass cash with-
drawal were reported). Within ten days of the reform announcement, all households in the country reportedly 
began receiving a supplementary “targeted subsidy” that amounted to US$4 per month, payable for two 
months in advance. 

Major businesses (including major car producers in the country) were encouraged and also volunteering to con-
trol the rise of the price of their products. The Government imposed the price controls in major commodities to 
mitigate the immediate direct impacts, particularly on low-income households. As a result, exaggerated levels 
of price increases were mitigated through various policy measures, and there were additional compensatory 
measures addressed to the most affected groups of the population during the reform introduction. 

Figure 1: Changed prices of commodities after the subsidy reform

Source: Turquoise Partners, Iran Investment Monthly, January 2011. Available from www.turquoisepartners.com/iraninvestment/IIM-Jan11.pdf 

(accessed 15 March 2012).
1  D. Guillaume, R. Zytek and M. R. Farzin, “Iran: The Chronicles of the Subsidy Reform”, IMF Working Paper WP/11/167 (Washington, D.C., 
International Monetary fund, 2011). Available from www.imf.org/external/pubs/ft/wp/2011/wp11167.pdf (accessed 22 February 2012).  
2  M. Massarrat, “Iran’s energy policy: Current dilemmas and perspective for a sustainable energy policy”, International Journal of Environ-
mental Science & Technology (2004), vol. 1, No. 3, pp. 233-245. Available from www.ceers.org/ijest/issues/full/v1/n3/103010.pdf (accessed 
22 February 2012).
3   ibid.

Daring to remove the subsidies
Islamic Republic of Iran’s subsidy reforms

CASE STUDY
Low Carbon Green Growth Roadmap for Asia and the Pacific



Key points

• The Islamic Republic of Iran reduced its food and energy subsidies – the first drastic and comprehensive  
 energy subsidy reform of a major oil-exporting country – which led to substantial increases in domestic  
 energy and agricultural prices.

• The Government managed the reform without major resistance or economic disturbance due to careful  
 preparation, pricing policies and a cash transfer mechanism for certain households. 

There was a problem…

With its traditional dependence on the oil export revenue (accounting for about 65 per cent of its fiscal 
revenues), the policymakers in the Islamic Republic of Iran used to set domestic energy prices high enough to 
cover the production costs. However, when the international oil price began to rise in 2001 and the global reces-
sion came up in 2007 and 2008, a sharp fall occurred in the oil export and consequently, soaring international oil 
prices rapidly widened the gap between the domestic energy price and the global market price. Around the 
same time, the Islamic Republic of Iran became one of the world’s most energy-intensive countries due to the 
cheap national energy price related overconsumption, maintained by the high level of energy subsidy.1  

The artificially low energy price led to a rapid increase in domestic energy consumption mainly in the non-
production sector (with an eight-fold increase in energy consumption while there was a less than three-fold 
population increase between 1971 and 20123). As of 2008, the domestic gasoline price in the country was one 
twentieth of the international price (US$0.10 per liter compared with around US$2 per liter internationally) – a 
reform of the energy subsidies became urgently necessary. 

The need for reforming the energy price for a more stable economy was also strongly felt in the economic sanc-
tions afflicted on the country that restricted the country’s oil and natural gas export potential drastically. 

What was done?

The timing and measures of the reform were carefully calculated and adjusted through repeated consultations 
to ensure the preparedness of all related sectors. The preparation included the banking system to tackle possible 
massive cash withdrawal of the cash transferred, in case of any public panic and a fuel management system 
that ensured the timely distribution of compensation to households prior to the price rise to avoid a hit on the 
household welfare. The president announcement of the drastic energy price reform in an evening televised 
broadcast and other mass media in December 2010 was followed by a systematic information and communica-
tion campaign through the government machinery, ministers and senior officials. 

The primary challenge was making the drastic energy price reform acceptable to the public without severely 
hurting people’s welfare and to move the business sector to acceptance and a positive response to the reform. 
In combination with a rise of the price for liquid fuels and a new level set for the natural gas-, electricity- and

water tariffs, the Government introduced cash-compensation measures to ease the immediate impact of the 
sudden energy price rise. As a result, the feared public panic did not occur (few incidences of mass cash with-
drawal were reported). Within ten days of the reform announcement, all households in the country reportedly 
began receiving a supplementary “targeted subsidy” that amounted to US$4 per month, payable for two 
months in advance. 

Major businesses (including major car producers in the country) were encouraged and also volunteering to con-
trol the rise of the price of their products. The Government imposed the price controls in major commodities to 
mitigate the immediate direct impacts, particularly on low-income households. As a result, exaggerated levels 
of price increases were mitigated through various policy measures, and there were additional compensatory 
measures addressed to the most affected groups of the population during the reform introduction. 

Figure 1: Changed prices of commodities after the subsidy reform

Source: Turquoise Partners, Iran Investment Monthly, January 2011. Available from www.turquoisepartners.com/iraninvestment/IIM-Jan11.pdf 

(accessed 15 March 2012).

Low Carbon Green Growth Roadmap for Asia and the Pacific : Case Study - Islamic Republic of Iran’s subsidy reforms



The additional disposable income is likely to be used for other goods and services, which will increase the gen-
eral welfare of people (with about US$30 billion in annual compensatory payments directly paid to the popula-
tion and 50 per cent of the revenue collected to individual households4 ). Another 30 per cent of the revenue 
collected will be allocated to business enterprises for adopting new, energy-saving technologies and efforts to 
improve energy and overall efficiency. 

These simple but highly visible compensatory measures are expected to improve social equity and provide the 
Government with powerful leverage to increase public acceptance.5 

Impacts so far and expected future results

Immediate impacts of the reform were felt from the beginning. The consumption of diesel fuel, gasoline, fuel oil 
and kerosene has reportedly dropped by an average of 38 per cent.6  As of January 2012, approximately US$5.3 
billion in fuel consumption reportedly had been saved through the subsidy reform.7  Local media reported the 
soaring demand for energy saving equipment (such as energy-saving lamps and insulating glass). The Govern-
ment has introduced financial incentives for special utilities to boost green technologies, such as double-glazed 
windows, UPVC, thermal brick frames, thermal insulation materials and thermostatic valves. 

The revenues raised through the reform (about US$60 billion annually) are to be used to reduce energy waste 
and regulate consumption. At the same time, potential savings from the reduced domestic consumption are 
expected to significantly increase quantities of crude oil and refined products for export purpose, which will 
additionally increase the Islamic Republic of Iran’s economic dividend. To safeguard the reform for the long 
term, it will be important to maintain macroeconomic stability and to ensure that the reform induces corporate 
restructuring measures towards greener production that focuses on higher energy efficiency.8  
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