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Extended Abstract

Purpose: Iran has the second largest gas reserves in the world, after Russia, and the
fourth oil reserves in the world, after Venezuela, Saudi Arabia, and Canada, and it is
possible for the country to access energy for households and the economic activities
(Energy Balance Sheet, 2019). Price stabilization policies have always been applied,
which has caused the government to spend a huge annual subsidy on energy
consumption in different sectors of Iran; in 2021, according to the report of the
International Energy Agency of Iran, it would amount to 58 billion dollars (that of the
world is 531 billion dollars). It has paid subsidies to all types of energy carriers, which
ranks Iran second after Russia in terms of the share of subsidies in the world's total
energy subsidies (11%). The rate of Iran's energy consumption was on the rise during
the years 2011-2012, and this indicator was higher in the industry sector than in the
whole economy. From 2011 to 2012, the energy coefficient for the whole economy
was 2.3 and for the industry sector was 1.7. This was less than one for advanced
countries. Therefore, in total, this volume of subsidies and energy consumption in the
economy and especially the industry sector has led to development. It has not been
economical and the efficiency of energy use decreases in Iran every year. Subsidies
affect macroeconomic and social variables such as inflation, budget deficit, market
power, business environment, and class gap. Due to its high volume, examining the
economic and social effects of subsidies is of great importance. Since it is not possible
to refer to all its dimensions in one study, this article only aims at the effect of energy
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subsidies on market power in the industrial sector. The impact of subsidies on market
power may lead to a positive or negative correlation between subsidies and market
power, and there are different views on this issue. Some believe that subsidies increase
market power because subsidies provide companies with more finance or lead to cost
reduction, so there is a positive relationship between subsidy and market power. To
estimate the subsidy impact, panel data models were used. The study period is 2002-
2019 at the level of four-digit ISIC codes of industries with 10 workers and more. The
current research seeks to answer the following key questions: Do energy subsidies
have a positive or negative effect on the market power of the country's industries?
What is the impact of energy subsidies on the country's industries?

Methodology: External resources (i.e. government subsidies) increase access to
internal resources. In this case, a firm can protect itself from uncertainty and adverse
environmental risks or reduce financial barriers, thus creating an advantage. It
improves the performance of the company. In this regard, the first hypothesis is
‘government subsidies have a positive relationship with company performance’.

However, inefficient allocation of resources reduces or even reverses the positive
outcomes of resource accumulation. One of the major potential costs of government
subsidies is the elimination of their positive effects. Research has found that
government subsidies lead to overinvestment by firms, thereby harming firm
performance. It is also shown that government subsidies provide firms with excess
resources, leading to inefficient and complacent management, waste of resources, and
stagnation in financial performance. The second hypothesis is ‘government subsidies
have a negative relationship with company performance’.

Results and discussion: Iran is one of the countries with the highest energy subsidy
payments in the world, and subsidies have impacts on all the economic and social
aspects of the society. The studies conducted by Dai Li, Chu and Wang, and Chen and
Yu showed that the effect of subsidy on market power is negative. Also, in Akhani's
study, the relationship between subsidy and market power was negative. This study
uses the panel data method and productivity variables, the Herfindahl index, wages,
and capital stock as independent variables and the Lerner index as market power
(2002-2019). The estimated model is Yu and Wang's model. The results show that the
relationship between subsidy and market power is negative, which is consistent with
previous studies. One of the reasons for the negative relationship between subsidy and
market power is the lack of innovation and creativity by companies due to cheap
access to funds. They are not willing to try to gain the energy market, and there is a
kind of laziness that prevails in the companies. The statistics on the intensity of energy
consumption confirm this issue. In general, the energy subsidy in Iran in the industry
sector did not lead to the creation of market power but increased inefficiency.
Moreover, industries are not inclined to modernize and use old and energy-consuming
technology.

Conclusions and policy implications: Considering the positive impact of
productivity and market power, the government should provide appropriate policies
to support the increase of productivity in companies. Due to the influence of the
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market share and market power of the government through anti-trust policies,
monopolies should be prevented. This study showed that subsidies have a negative
effect on market power. This is because the fair distribution of energy subsidies in the
country would deter the easy access of companies to subsidies. So, if the government
likes subsidies not to lead to monopoly or to the increase of the power of companies,
it should provide conditions for the accessibility of subsidies for all companies.

Keywords: Energy subsidy, Herfindahl index, Lerner index, Market power
JEL Classification: L88, H71, L11, L60.
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