Iranian Journal of Insurance Research %

¢/
(UIR) ‘
%,
Homepage: https://ijir.irc.ac.ir/?lang=en Iranian Insurance Research
Center (IIRC)

The impact of macroeconomic variables on the performance of the insurance
industry using the SVAR approach

Mahdi Gholami Zare !, Amir Mansour Tehranchian #*, Ahmad Jafari Samimi 3

1PhD candidate, Department of Economics, Faculty of Economic and Administrative Sciences, University of Mazandaran, Iran

2 Professor, Department of Economics, Faculty of Economic and Administrative Sciences, University of Mazandaran, Iran

3 Professor, Department of Economics, Faculty of Economic and Administrative Sciences, University of Mazandaran, Iran

ARTICLE INFO

ABSTRACT

Article History:

Received: 5 November 2024
Revised: 28 February 2025
Accepted: 11 March 2025

Early online access: 11 March 2025
Published: 1 July 2025

Keywords:

Insurance industry
Macroeconomic variables
Performance

Structural vector autoregression
(SVAR)

*Corresponding Author:
Email: M.tehranchian@umz.ac.ir
Phone: +9811 35302563
ORCID: 0000-0001-7121-4813

DOI: 10.22056/ijir.2025.03.05

The present study was conducted with the primary objective of identifying,
analyzing, and explaining the key macroeconomic factors that influence the performance of Iran’s insurance
industry. By examining a range of economic indicators and their dynamic interactions with the financial
outcomes of insurance firms, this research aims to provide a comprehensive understanding of how broader
economic conditions shape the profitability, growth, and stability of the insurance sector in Iran.

This study analyzes seasonal data spanning from 1390 to 1401 (according to the Iranian calendar),
focusing on the performance dynamics of the insurance industry within the context of the Iranian economy. The
statistical population includes all companies listed on the Tehran Stock Exchange (TSE), ensuring comprehensive
coverage of relevant market participants. The main objective of this research is to evaluate and quantify the
impact of various macroeconomic and industry-specific factors on the performance of the insurance sector. To
achieve this, the Structural Vector Autoregression (SVAR) model is employed, allowing for the identification and
estimation of structural shocks and dynamic interactions among variables over time. The model is estimated
using EViews 12 software, which facilitates a robust econometric analysis. The findings of the study provide
valuable insights into the intensity and direction of influence of different factors, offering practical implications
for policymakers, investors, and insurance managers in their strategic decision-making processes.

The findings of the study reveal that a government’s spending shock leads to a short-term increase

in the profitability of the insurance industry, with an initial rise of approximately 0.2% lasting until the second
period. This effect undergoes adjustment in the third period and remains positive from the fourth to the
seventh period, eventually stabilizing at a neutral level in the subsequent periods. Shocks related to the money
supply and unemployment rate demonstrate a volatile pattern with no clear long-term direction, ultimately
exerting a neutral effect on profitability. In contrast, fluctuations in economic growth display an oscillatory and
gradually diminishing influence, which eventually converges to a neutral state. The impact of inflation changes
is largely neutral across all periods. However, tax revenue and exchange rate shocks show significant oscillating
effects on profitability.
The results of variance decomposition further highlight the differential influence of these shocks over various
time horizons. In the short term, tax revenue shocks account for approximately 23% of the variability in insurance
industry profitability. Over the long term, a government’s spending shocks become more dominant, explaining
around 30% of profitability fluctuations. Moreover, economic growth shocks contribute meaningfully in the
medium to the long term, accounting for about 12% of the variation in profitability. These findings underscore
the importance of fiscal and macroeconomic policies in shaping the performance dynamics of the insurance
sector in Iran.

The findings of this research underscore the importance of adopting a balanced and forward-
looking approach to government spending. While fiscal expansion can temporarily boost the profitability of
insurance companies—particularly in the short run—its diminishing effect over time indicates that without
structural reforms and prudent budgeting, such policies may lose their effectiveness. Therefore, sustainable
and strategically targeted fiscal policies are essential for maintaining long-term stability in the insurance sector.
Furthermore, the study highlights that changes in money supply have minimal and inconsistent effects on
insurance profitability. This suggests that fluctuations in monetary variables may introduce uncertainty rather
than provide clear benefits. Hence, ensuring stability in monetary policy, particularly in controlling interest
rates and managing liquidity, is crucial for creating a predictable financial environment in which insurance
companies can operate effectively. Macroeconomic shocks related to unemployment and economic growth
demonstrate short-term positive impacts; however, their long-term influence tends to be neutral or erratic.
This finding implies that while temporary economic improvements may support insurance performance,
sustained profitability depends on broader and more consistent economic development strategies. Although
inflation does not appear to significantly affect profitability in the period analyzed, controlling inflation remains
a vital priority. Price stability contributes to maintaining the real value of insurance products and premiums,
enhancing consumer trust and long-term planning capabilities within the industry. Tax revenues were found to
be a significant factor in short-term profitability shifts. As such, stable and transparent tax policies are essential
to avoid unintended disruptions in the financial performance of insurance firms. Policymakers should aim for a
tax environment that encourages investment and long-term planning within the sector. Exchange rate volatility
poses another challenge, particularly in an increasingly globalized economic environment. Insurance companies
should adopt more robust foreign exchange risk management strategies to shield themselves from currency-
related losses and maintain financial resilience. Lastly, the research emphasizes the critical role of internal
financial management. Long-term profitability is not solely determined by external macroeconomic conditions,
but also by the efficiency and competence of internal operations. Investing in workforce development, financial
training, and strategic planning will help insurance companies adapt more effectively to changing economic
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conditions and enhance their overall resilience.
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Table 1. Selected variables
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. g ’j" e (Msomi, 2023; Bushashe, 2023;
o ROA =2 Bazhair & Alshareef, 2022; Quoc
profitability return on assets: profit after tax deduction Trung, 2021; Al-Omari et al., 2024)
divided by total assets
s sl g
b “:J 7 GDP. — GDP (Bushashe, 2023; Quoc Trung, 2021;
gross domestic GDP GDP = % Olarewaju & Msomi, 2022; Al-Eitan et
product 1 al,, 2021)
Msomi, 2023; Bushashe, 2023;
Ty INF, — INF,_ ( , 2023; ,2023;
Py oy INF INF=—0bt 1 Olarewaju & Msomi, 2022; Al-Eitan et
Inflation rate INF;_4

al., 2021)
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Tax revenues Tax revenue growth
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Government GEX .
. Government expenditure growth rate
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Exchange rate Dollar growth rate Olarewaju & Msomi, 2022)
e (i 5 o 15 Comez) 550 &5
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T UNE Unemployment rate (population aged 15 (Dorofti & Jakubik, 2015)
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Table 2. The results of the generalized Dickey-Fuller test
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The order of Mana or Critical value at He He .)j}j_‘;fy Variable
accumulation lack of the 10% error Critical value at  Critical value at Dleey'Fl‘l//?" name
mana level the 5% error the 1% error test statistic
level level
1(0) Lle -2.60 -2.92 -3.57 -5.43 ROA
1(0) [HS -2.60 -2.92 -3.57 -2.60 GDP
1(0) [HS -2.60 -2.93 -3.59 -2.21 INF
1(0) (S -2.60 -2.92 -3.58 -4.81 EXR
1(0) bl -2.60 -2.92 -3.57 -9.88 UNE
1(0) Lle -2.60 -2.92 -3.58 -11.67 TAX
1(0) Ll -2.60 -2.92 -3.57 -6.86 GEX
1(0) bl -2.60 -2.92 -3.57 -6.85 M
Ay S @S Y Jou
Table 3. Interval determination results
Lag LoglL LR FPE AIC SC HQ
0 -1947.515 NA 27e+68.7 91178.86 23296.87 03151.87
1 695.1815- 9114.210 26e+94.3 89757.83 *78823.86 97518.84
2 812.1755- 52158.74 26e+20.6 08053.84 54067.89 .1160286
3 905.1611- *9176.127 *25e+03.4 *52910.80 55871.88 *52246.83
4 312.1789- 76.56471 19e+44.5 36891.82 47023.85 73612.82
5 345.1867- 72.87659 67e+42.3 89252.81 26489.85 39104.85

LR: sequential modified LR test statistic (each test at 5% level)
FPE: Final Prediction Error

AIC: Akaike Information Criterion

SC: Schwarz Information Criterion

HQ: Hannan-Quinn Information Criterion
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Response to Structural VAR Innovations + 2 S.E.
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Diagram 1. The instantaneous response function of the profitability index (ROA)
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Table 4. Profitability variance analysis

Period S.E. Shock1 Shock2 Shock3 Shock4 Shock5 Shock6 Shock?7 Shock8
1 68.81074 0.418799 0.010837 4.574178 0.002667 1.541131 23.77764 0.864003 0.655955
2 61.32941 1.014108 3.795706 4.520561 2.758395 1.391721 20.63792 4.552178 0.706055
3 45.42870 18.92480 3.616812 4.261165 2.070061 2.381498 15.84611 7.470853 0.822547
4 28.53666 28.51818 4.377854 2.847162 10.01181 10.34523 9.538194 5.824903 1.121044
5 27.87359 27.96765 4.892830 3.007620 10.14362 10.25373 9.348141 6.512822 1.134300
6 26.33223 27.82074 4.671211 2.824040 10.04467 10.01674 10.01127 8.279098 1.181276
7 22.70734 32.55316 4.134355 2.735630 11.69092 9.145276 9.417966 7.615354 1.272418
8 21.89919 31.27339 6.094321 2.700827 12.50915 8.847698 9.347516 7.327906 1.298517
9 22.22430 30.76939 5.984791 2.668423 12.83278 8.864903 9.218377 7.437030 1.311049
10 21.88906 30.46675 6.272428 2.809894 12.89413 8.836495 9.480149 7.351091 1.321686
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