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1. Introduction

The objective of this study is to answer few fundamental questions about the impact

of policy changes during 1995 to 2008 on Iranian households’ living standards. It aims

to investigate how different subpopulations of Iranian households have been spending

on major commodity groups over the period (Chapter 2). How clearly summary

measures of poverty and inequality can picture the economic welfare changes in the

country, and whether or not a distributional analysis help retrieving some of the lost

information from summarization (Chapter 3)? How could we bring into effect other

aspects of consumer behavior, such as response to price and income changes, through

the lens of utility concept (Chapters 4 and 5)?
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A range of analytical tools have been applied to a time series of Household Income

and Expenditure Survey (HIES) data of Iran and consumption expenditure has been

utilized as the most reliable proxy variable for household economic welfare, among

other available information. In searching for a flexible and data oriented methodology

for consumer demand analysis, this study has proposed a generalization to the Quadratic

form of Almost Ideal Demand System (QUAIDS) that takes into account not only

household and regional heterogeneity but also regional price variations. In addition to

the empirical results and providing evidence on changes in living standards of Iranian

households, the study also proposed a set of practical recommendations (Chapter 4) for

consumer behavior analysts who chose to apply QUAIDS to household data. Chapter 1

is devoted to introduction to structure and objectives of the thesis and highlights major

data preparation aspects of the work. The major findings of each chapter can be

summarized as follows:

2. Chapter2: Patterns of Iranian households’ expenditures during past two

decades

This chapter aims to extract useful information from a time series (1995-2008) data

and investigate changes in consumption patterns and living standards. Furthermore, to

understand how household expenditure patterns are changing among different
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population groups. The housing share in total expenditure (mainly in urban areas)

soared dramatically since 2005 after experiencing a decreasing trend for several years

and apparently households had to give up some food expenditures to compensate for

housing expenses. Since 2006, when inflation started a rapid increase, food share in

total expenditure of households in higher income classed also increased while it shrank

in poorer household. There is a significant difference between male- and female-headed

households in terms of budget shares on major commodity groups. The main reason for

such a (gender) gap is the difference in total expenditure of male- and female-headed

households.

3. Chapter3: Iran’s Poor under Three Governments; Different Results from

Distributional Analysis

The main purpose of this paper is to apply a distributional approach known as

stochastic dominance analysis and provide a robust comparison of income level and

distribution among Iranian households over the period of 1995-2008 during which three

different political notions handed over the power. The effort has been made to fill the

gap pertaining to the defects of the most popular welfare indicators, poverty headcount

ratio and Gini index, in measuring economic welfare of the Iranian society. The results

show that economic poverty in rural areas of the country has decreased over the 14-year
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period with the exception that people who spent more than minimum poverty line were

better off and all rural population enjoyed a more equitable and efficient (in terms of

average expenditure) income distribution in 1995 in comparison with their counterpart

in 2000. It was concluded that the administration of the liberal president during

1997-2005 has achieved a phenomenal improvement in the economic welfare of Iranian

households.

4. Chapter 4: A Generalization to the QUAIDS

In chapter 3, it was recognized that aggregate indicators are summarizing information

more than what we expect and a distributional analysis can better scrutinize economic

status in different levels of income by providing statistical measures that are insensitive

to selection of (mostly arbitrary) poverty lines. Chapter five will explain how comparing

minimum cost for attaining same level of utility, with application of dual approach to

consumer utility, can be used for monitoring changes in economic welfare over time and

across population groups. However, in the outset, in order to apply the dual approach,

we need to estimate consumer demand system for a set of commodity groups. This

chapter introduces a generalized form of Quadratic Almost Ideal Demand System

(QUAIDS) which was first introduced by Banks et al. (1997). The QUAIDS is a

generalization to Deaton and Muellbauer (1980) Almost Ideal Demand System (AIDS).
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In the generalized QUAIDS, household characteristics appear in the model as demand
shifters as well as adjustors for price and total expenditure responses. In the proposed
specification of the demand system, regions are assumed to face different price levels

for the same commaodity group:

h _ h ' o h h h X" /1:1 x" i
s =« +77iD+Z;/ij Inp§ + 4, In(a“(p )}Lb“(p ){In(ah(p )H (4.4)

j=1
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n h
b"(p) =T (o2 /*
k=1

After necessary linearization, which required to introduce a modified set price indices,

the aggregate for of generalized QUAIDS is given by:

- n,_ 2 2
s, =a+nD+Y 7: InP; + B/ In(E(X" )]+ ———|In(E(X" (4.10)
317,107, A1y fnlele )
(@ =aiRE@), 7 = 1iFy E@2), B = BRER"), X/'= AF.EE")
The major findings of chapter 4 can be summarized as:
- The presence of prices and model parameters in the quadratic term in a
nonlinear fashion necessitates a linear approximation of QUAIDS to acquire

consistent aggregate system of demands.
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The linearization of the QUAIDS allows for aggregation over households and

facilitates calculation of aggregation statistics/factor.

Aggregation bias increases by moving towards higher levels of aggregation and

it urges one to adjust for the bias when aggregate demand function is used for

analysis. Whether to linearize or not? It all depends on whether or not we are

applying QUAIDS to household/individual data or aggregated data.

Superiority of the generalized QUAIDS over the basic QUAIDS in estimating

budget shares;

Need for adjustment for aggregation bias when data are aggregated over

households.

Given the availability of household micro-data and computational

advancements, it is more accurate to use micro-data for demand analysis instead

of aggregated datasets.

One should be aware that if deciles-aggregated data are being used for demand

analysis, linearization becomes necessary for inequality adjustment (through

aggregation factors). On the other hand, linearization will decrease prediction

power of the deciles-aggregated model (a trade-off between inequality

adjustment and linearization). Therefore we should study the size of aggregation
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factors and investigate whether the effect of aggregation bias in significant or

not before deciding on linearization.

5. Chapter 5: Changes in Living Standards among Iranian Households during

1996-2008

The focus of this chapter is on changes in living standards of households in

successive years during 1996 to 2008. The approach taken here is to estimate cost

function by applying duality in generalized QUAIDS introduced in chapter 4.

Comparison between estimated minimum cost for maintaining the same level of utility

in previous year and observed expenditure in current year will provide evidence for

direction of changes in living standards.

After review of the dual approach to consumer demand system, the chapter derived

the cost function for the proposed generalization to QUAIDS. By comparing observed

consumption expenditure for each subpopulation with the estimated cost for

maintaining the same level of utility as the previous year, it was investigated whether

living standards of households in that group has improved or not (the same approach

that Maki (2002) chose to study changes in living standard of New Zealand consumers).

Results of comparison in living standards of Iranian households during the period of

1996 to 2008 added more evidence to the poverty analysis in chapter 3. These findings
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supported the conclusion from poverty dominance analysis. The period of reformist
government seem to have had more positive impact on the living standards after a
period of almost constant fall in living standards before 1998 and before the ending of
the first period of the populist government that every part of the society, according to

the results, experienced a reduction or no change in the living standards.
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