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Objective: The main goal of this study is to examine the impact of
macroeconomic uncertainty on income inequality in Iran.

Method: The study period spans from 1990 to 2020 in Iran, using the Fully
Modified Ordinary Least Squares (FMOLS) approach. Econometrics offers
various methods to explore the long-term relationship between variables; this
research employs the fully modified cointegration method.

Results: The results indicate that macroeconomic uncertainty has a positive and
significant effect on income inequality, leading to its increase. Additionally,
economic growth, political risk, and the openness of trade have positive and
significant impacts on income inequality and contribute to its rise. Conversely,
economic sanctions and oil uncertainty have negative and significant effects on
income inequality, leading to its reduction.

Conclusion: Macroeconomic uncertainty leads to increased economic
fluctuations, higher exchange rates, rising inflation, depreciation of the national
currency, increased unemployment, and other issues, ultimately decreasing
individuals' income and purchasing power. In this context, poor and low-income
individuals become more vulnerable compared to wealthy ones. Therefore,
governments should reduce economic volatility and shocks, maintain currency
stability, control inflation and exchange rate fluctuations, promote employment,
support private sector investment, and cut current expenditures. Besides
maintaining macroeconomic stability, these measures would aid in more equitable
income distribution and reduce income inequality.
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Introduction

Over the recent decades, a paramount issue that governments worldwide have increasingly
focused on is the elimination of poverty and the reduction of income inequality among different
segments of society. This focus stems from the understanding that income disparity not only
affects economic stability but also has profound social and political implications. Income
inequality, if left unaddressed, can be a major source of social unrest, political instability, and
divisions within a nation. As such, policymakers and researchers have dedicated substantial
efforts toward understanding the underlying causes of income disparity and designing
strategies to promote more equitable distribution of wealth.

One of the key drivers that can significantly influence income inequality is macroeconomic
uncertainty. This uncertainty manifests in various forms, including economic shocks,
recessions, financial crises, rising inflation, and unemployment. These macroeconomic shocks
often create instability, which disproportionately impacts those with lower incomes. For
example, individuals with limited savings or social safety nets tend to be more vulnerable
during economic downturns, experiencing higher rates of unemployment, loss of income, and
reduced access to essential services. Consequently, macroeconomic uncertainty tends to
exacerbate income inequality rather than alleviate it, especially in economies with high levels
of poverty and limited institutional resilience.

Understanding the relationship between macroeconomic uncertainty and income inequality
requires a detailed analysis of how these economic shocks ripple through different societal
segments. When economies experience unpredictable changes—such as sudden inflation
spikes or financial market collapses—the immediate effects often hit the most vulnerable
hardest, widening the income gap between the rich and the poor. This situation can be further
compounded by factors such as inadequate social protection, limited access to education or
healthcare, and structural inequalities ingrained within the economic system. Thus,
macroeconomic instability becomes not only an economic issue but also a social concern owing
to its capacity to deepen existing disparities.

In this context, the present study focuses on Iran—a country with a complex economic
history marked by periods of rapid growth, economic sanctions, oil dependency, and political
challenges—examining the impact of macroeconomic uncertainty on income inequality over a
thirty-year period from 1990 to 2020. The selected timeframe captures significant economic
and political events, including the aftermath of the Iran-Iraq war, the implementation of various
economic reforms, the impact of international sanctions, fluctuations in global oil prices, and
internal political developments. By analyzing this extensive period, the research aims to
generate a comprehensive understanding of how macroeconomic uncertainties have influenced
income distribution patterns in Iran.

Methodologically, the study employs the Fully Modified Ordinary Least Squares (FMOLS)
approach—an advanced econometric technique suitable for analyzing long-term relationships
among variables that are integrated of order one (I(1)). This method helps account for potential
issues like serial correlation and endogeneity, ensuring that the estimated relationships are
robust and reliable. The key variables examined in this study include measures of
macroeconomic uncertainty, income inequality (e.g., Gini coefficient), economic growth,
political risk, trade openness, economic sanctions, and oil price volatility. Each of these factors
interacts with the others within the broader economic and political landscape of Iran, shaping
the trajectory of income distribution over time.

The findings of the study reveal that macroeconomic uncertainty has a positive and
statistically significant effect on income inequality in Iran, meaning that higher levels of
economic unpredictability tend to increase disparities in income distribution. This conclusion
aligns with theoretical expectations: uncertainty generates economic disruptions that
disproportionately harm lower-income groups, who are less equipped to absorb shocks or
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utilize adaptive strategies. Consequently, episodes of economic turmoil tend to widen the gap
between the wealthy and the vulnerable populations.

Furthermore, the results indicate that economic growth, political risk, and trade openness
also exert positive and significant influences on income inequality. While economic growth
might generally be associated with improved living standards, in the context of Iran, rapid or
uneven growth has often contributed to increased income disparities. Similarly, elevated
political risk, often linked to instability or policy uncertainty, can discourage inclusive
economic development, thereby exacerbating inequalities. Meanwhile, greater openness to
international trade could sometimes benefit certain sectors disproportionately, leading to
increased income gaps between those who can capitalize on trade opportunities and those left
behind.

Interestingly, the study finds that economic sanctions and oil price volatility—often viewed
negatively—actually exhibit a negative and significant impact on income inequality, thus
contributing to its reduction in Iran. The imposition of economic sanctions, while restrictive,
might lead to internal economic adjustments, such as redistribution policies aimed at supporting
the most vulnerable. Similarly, fluctuations in oil prices influence government revenues and
expenditures, which can affect social spending and redistribution programs. During periods of
oil price drops or sanctions, the government may adopt more redistributive policies to mitigate
hardship among the poor, reducing income disparities in the process.

Overall, the results suggest that multiple macroeconomic and political factors interact
complexly to influence income inequality in Iran. While some factors like economic
uncertainty and political risk tend to worsen inequality, others like sanctions and oil price
shocks can, paradoxically, help narrow the income gap under specific circumstances. This
nuanced understanding underscores the importance of designing economic policies that
mitigate the adverse effects of macroeconomic shocks while promoting sustainable inclusive
growth.

Policy implications stemming from this study emphasize the need for Iran to enhance
macroeconomic stability through sound fiscal and monetary policies, reduce political risks, and
manage integration with the global economy carefully. Establishing robust social safety nets
and targeted poverty alleviation programs can help shield vulnerable populations from
economic shocks. Additionally, improving transparency, strengthening institutions, and
fostering political stability are crucial to creating an environment conducive to equitable
development.

In conclusion, addressing income inequality in Iran—Iike in many other countries—requires
a comprehensive approach that considers macroeconomic stability, political stability, social
protection, and inclusive growth strategies. Recognizing that macroeconomic uncertainty plays
a significant role in widening disparities emphasizes the importance of policy measures aimed
at stabilizing the economy and reducing vulnerabilities among the poor. Only with such
integrated efforts can Iran hope to achieve a more equitable income distribution that supports
social cohesion, political stability, and sustainable development in the long term.

Method

The study period spans from 1990 to 2020 in Iran and utilizes the Fully Modified Ordinary
Least Squares (FMOLS) approach. In econometrics, various methods exist to examine the
long-term relationship between variables. This research employs the Fully Modified Least
Squares cointegration method.

Results

The results of this study indicate that macroeconomic uncertainty has a significant positive
impact on income inequality, leading to an increase in it. Additionally, economic growth,
political risk, and the degree of trade openness also have significant positive effects on income
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inequality, contributing to its rise. On the other hand, economic sanctions and oil uncertainty
have significant negative impacts on income inequality, resulting in a decrease in it.

Conclusions

Economic uncertainty at the macroeconomic level leads to increased economic volatility,
rising exchange rates, higher inflation, a decrease in the national currency's value, rising
unemployment, and so on, ultimately resulting in a decline in income and purchasing power
for individuals. In this context, poor and low-income individuals become more vulnerable
compared to wealthy individuals. Therefore, governments must work to reduce economic
volatility and shocks, preserve the value of money, control inflation and exchange rate
fluctuations, increase job creation, support private sector investment, and reduce current
expenditures. In addition to maintaining stability at the macroeconomic level, these efforts
should help achieve a more equitable distribution of income to reduce income inequality.
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