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ARTICLE INFO ABSTRACT

BACKGROUND AND OBIJECTIVES: The insurance industry, as one of the influential financial
institutions in the economies of countries, acts as a risk management tool and provides a security cover
for assets, health, and life of individuals, bringing financial stability to households and firms. By pooling
financial resources in the form of insurance premiums and directing them towards large-scale
investments, the insurance industry serves as a driver of economic growth and a supplier of long-term
capital. In countries like Iran, which are constantly exposed to systematic risks, uncertainties, and
domestic and foreign crises, the role of insurance in creating security and stability becomes more
prominent. Among the most important factors creating uncertainty in Iran's economy in recent decades
are fluctuations in domestic economic policies (economic policy uncertainty) and international economic
sanctions. These two phenomena, by creating instability in macroeconomic variables, can influence the
behavior of consumers and investors, including the demand for insurance services. The life insurance
market in Iran has historically remained underdeveloped, accounting for only about 10-14% of total
insurance premiums, due to chronic inflation, underdeveloped capital markets, and cultural factors.
Therefore, the main objective of this study is to analyze and quantify the impact of economic policy
uncertainty and economic sanctions on the development of the insurance industry in Iran. For this
purpose, the insurance penetration rate (the ratio of total insurance premiums to GDP) is considered as
an indicator of insurance development, and the responsiveness of its two important sectors, namely life
insurance and non-life insurance, has been examined separately in two distinct models over the period
from 1989 to 2023, using the Dynamic Ordinary Least Squares (DOLS) econometric method. The key
innovations of this study are: separately analyzing life and non-life insurance penetration; quantifying
sanctions as an independent variable alongside economic policy uncertainty; employing the DOLS method
which provides more efficient estimates; and comparing the magnitude of coefficients across the two
sectors.
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METHODS: The Dynamic Ordinary Least Squares (DOLS) method was employed to estimate the long-
run relationships among variables over 1989-2023. DOLS incorporates leads and lags of explanatory
variables, providing efficient and unbiased cointegration estimates while reducing endogeneity. This
approach allows a mix of 1(0) and I(1) variables. The main independent variables are economic policy
uncertainty (EPU) and economic sanctions, with control variables including trade openness, inflation
(INF), foreign direct investment, industrialization, and oil price uncertainty (OIL). The sanctions index is a
fuzzy logic-based composite measure, while EPU and OIL indices were sourced from the Policy
Uncertainty website. ADF unit root tests showed that EPU, INF, and OIL are 1(0), whereas insurance
penetration rates (life and non-life), sanctions, trade openness, FDI, and industrialization are 1(1). The
Johansen-Juselius cointegration test confirmed long-run relationships in both models. Hansen's instability
test verified the stability of these relationships, and the Jarque-Bera test confirmed residual normality.

FINDINGS: The results indicate that although the direction of impact is consistent in both models, the
magnitude of coefficients differs significantly. Economic policy uncertainty has a negative and significant
effect on the penetration rate of both types of insurance. However, the intensity of this effect on non-life
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insurance, with a coefficient of -2.62, is substantially greater than its effect on life insurance (-0.43).
Economic sanctions have a positive and significant impact on both sectors. This positive effect is also
more pronounced for non-life insurance (2.26) compared to life insurance (0.58). Furthermore, trade
openness, inflation rate, and foreign direct investment positively affect both insurance sectors. A one-
unit increase in trade openness increases life and non-life penetration by 0.05 and 0.54 units,
respectively. A one-unit increase in inflation increases life and non-life penetration by 0.04 and 0.21 units,
respectively. A one-unit increase in FDI increases life and non-life penetration by 0.03 and 0.17 units,
respectively. On the other hand, the industrialization index and oil price uncertainty have a negative
impact. A one-unit increase in industrialization reduces life and non-life penetration by 0.02 and 0.88
units, respectively. A one-unit increase in oil price uncertainty reduces life and non-life penetration by
0.17 and 0.44 units, respectively. The main difference lies in the lower market share of life insurance
compared to non-life insurance in Iran, which has resulted in the impact coefficients generally being larger
in the non-life sector.

CONCLUSION: The research results indicate that domestic policy uncertainty leads to a decrease in
macroeconomic stability and a reduction in people's purchasing power. Economic policy uncertainty
disrupts business planning, postpones investment decisions, and increases transaction costs for insurers,
ultimately reducing demand for insurance products. Furthermore, when economic sanctions are imposed
on a target country in the long run, they create a form of forced adaptation and necessitate management
of new risks, which ultimately strengthens the demand for insurance services. Sanctions increase
operational risks such as supply chain disruptions, exchange rate volatility, and bankruptcy probabilities,
forcing firms and households to turn to domestic insurance as the last available defensive shield. This
positive effect reflects forced import substitution in insurance services. The weaker response of life
insurance compared to non-life insurance is attributed to its small market share in Iran, the prevalence
of parallel saving instruments (gold, foreign exchange, housing), and chronic inflation. Therefore,
policymakers should strive towards stabilizing the macroeconomy, encouraging the growth of insurance
demand, and designing insurance products under conditions of economic fluctuations and shocks such as
sanctions.
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Table 2. Generalized Dickey-Fuller test
Source: Research results
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Table 3. Results of the cointegration test between the variables of the first model

Source: Research results
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Table 4. Results of the cointegration test between the variables of the second model
Source: Research results

(max) o519 polie yiSlas ¢ygo3l (trace) 1 s 5lo (yg05] ‘ ‘




Jlasl | ke o)Ll olis | Jlezsl | ol o)Ll solie | ams

S | M) e, Sl | race) o, oo
ofe) OYIYE AAAZAS QAN ofeee Vod/aY YEV/Y. < [AY r<o0
offo off £7IvY Y-8y +/AQ offece \YO/#N VAYIZA <IAY r<i1
RN /ey YV I8y ofe e 0/Y0 YYAISY A4 r<2
-Iv¥ YYIAY \Woffoo - [#Y oo ¥ FA/AN AV/QY QNG r<3
QAYd YV/IOA ARTEIN -/fa ol fYIAD OF/OY <[ON r<4
<IYY ARTARE \YIYY AR oY ya/va ARVARS QAR r<5
AN VEIve a/vs <IYY LRI Vo/f4 VOIYA QAR r<6
/¥ YINE Y/af +/+Q /¥ YIAY AR AN r<7

@S Beb 255 o ool (ugeliwsz = Ggmilagzr (Sl o (a3l 5l Gleghy slayite (e Sowaily alaly oy sl
L5l g 058 cod 8y yho (0,8 i 5,5 oyl Slow polie 5lams co lis a5 ofg polie jiSTas g 51 o ke slayge;l o Lol
Dype 4 SR Sl riie (rm bLI) 4 pee (nl 4 a2 gil lple s dallhe la ke Gule Daeadly bl ¥oohy polie
).a|).:r S O M)B 6‘]")"‘ O)LOT .d;obu.l..:‘ L?.}’ ‘Sjw uLm).A Jﬁl» u"j))‘ u‘y‘sn axlas d‘d.m‘ ) Lgl)“ W “\"‘?.L’ UQ.AA.J.:
B) (SX) dom Joo 3l iy (alaly £) (F055,08 dan Jow o Sililes Lalg ) slasd ool Sl jlade 51 5YL L 5 YEV/Y
5500 Gl 4 0ls (goladl (OIS sle psie b (5 500 5uS 5 5698 (Swaed (SUjnf dow 45 a3 oo i Oglas ol .l (alay
Sl 18
Geile 5,1l ke (Kl oo 5T

Sl mo ge3l @l 5 () Jgo 5o sl Joa sl sy Slarpe BBl 3,555, 50 (il il poe (Silil oo (g5l @l
el 0als A1) Jgoz 50 pg0 Jow sl bgy Ol e J8las 0,59, 50 uile (g Il pas

o Jse ol (gl e (S23llen 3] olis & Jyor

Table (5). Results of Hansen's instability cointegration test for the first model
Source: Research results
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Table 6. Results of Hansen's non-stationarity cointegration test for the second model
Source: Research result
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Table 7. Results of the dynamic least squares model for the first model

Source: Research Results
Note: * means a significance level of 1% respectively

Jas! | jlee Slyzsil | toylel | wo JUetH olo
of B +[+¥4 SVEONY | e EYY | golaml csls coslad pac EPU
SRR “/-YA ARVAR A IERY/YN olazdl slags 25 TA
oo NE SRR I <+ 08 &5 o9 b as e TR
SRR o SERA VOIFYY /- F0 05 E INF
e oY ofe YV/AYY o[oYF S RSN Y YoM FDI
o] ¥ EAN SVOIEAY | - AVY s Caosd Copalad pae oiL
ofe e ¥E ofeeeq SYY/ED | —e/eYY A e IND
ofen® 2 UsYY <1504 VORI o

!, Hansen Parameter Instability



£35S oo sl gy Dlaye Jilos Jow mls A Joor
el 1B g Y (sl s e (slae a4y s 5 4y s g cuBlosl
Table 8. Results of the dynamic least squares model for the second model

Source: Research Results
Note: * and ** mean 1% and 5% significance levels, respectivel
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Table 9. Results of the autocorrelation test of the first model
Source: Research results
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Table 10. Results of the autocorrelation test of the second model
Source: Research results
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