Management and Sustainable Development Studies
Volume 5, Issue 2 - Summer 2025 - Pages 193-222
Homepage: https:/sanad.iau.ir/journal/msds - eISSN: 2783-4395

Investigating the Impact of Fiscal Policies on the
Composite Index of Economic Well-being in Iran,

Hoora Rafiee !

—_—

Using the SVAR Approach

, Kambiz Peykarjou 2*'“, Farzaheh Haji Hasani 3

Department of Economics, SR.C., Islamic Azad University, Tehran, Iran.

2. Department of Economics, SR.C., Islamic Azad University, Tehran, Iran.
3. Department of Economics, SR.C., Islamic Azad University, Tehran, Iran.

OPEN ACCESS

Article type: Research Article

*Correspondence: Kambiz Peykarjou
K.PERYKARJOU@SRBIAU.AC.IR

Received: May 14, 2025
Accepted: September 1, 2025
Published: Summer 2025

Citation: Rafiee, H., Peykarjou, K., Haji
Hasani, F. (2025). Investigating the
Impact of Fiscal Policies on the
Composite Index of Economic Well-
being in Iran, Using the SVAR
Approach. Journal of Management and
Sustainable Development Studies, 5(2),
193-222.

Publisher’s Note: MSDS stays neutral
with regard to jurisdictional claims in
published material and institutional

affiliations.

©®

Copyright: Authors retain the copyright
and full publishing rights.

Published by Islamic Azad University
of Zahedan. This article is an open
access  article licensed under the

Creative _Commons __ Attribution 4.0

International (CC BY 4.0

Abstract: The study of the Iranian economy shows that the economic
growth, development and welfare index has been accompanied by
many fluctuations and that different periods of monetary and fiscal
policy shocks in the Iranian economy are inevitable and have affected
welfare indicators. Accordingly, the main objective of the present
study is to investigate the effect of structural shocks of fiscal policy
uncertainty on the welfare index. The present study is quantitative.
The statistical sample of the present study is data related to the Iranian
economy from 2011 to 2022. The data collection tool is the use of data
related to the time series of variables in the Central Bank database. The
structural vector autoregression (SVAR) model has been used to
analyze the data. The results showed that the structural shock of
changes in tax revenues has a significant effect on the composite index
of economic welfare in Iran. Tax revenues lead to an increase in
economic welfare in the long run. The structural shock of changes in
government spending has a significant effect on the composite index
of economic welfare in Iran. If changes in government spending are
spent on the development budget, they will lead to economic welfare,
and if they are spent on the current budget, they will lead to a decrease
in economic welfare.
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Extended Abstract

Introduction

During the global financial crisis, the global economy experienced a sharp and simultaneous
contraction in economic activity and an exceptional increase in macroeconomic and financial
uncertainty and volatility. Many economic commentators and policymakers have identified
widespread uncertainty as one of the key factors in the subsequent recession (IMF, 2020).
Uncertainty about government policies and their potential impacts can have far-reaching effects
on macroeconomics, financial markets, and corporate behavior (Zhang et al., 2020, Gulen & lon,
2016, Phan, Sharma & Tran, 2018). Since the financial crisis (2008), national governments around
the world have enacted a variety of economic policies in an attempt to minimize the impact of the
global financial crisis. However, the different implementation trends and potential impacts of these
policies also increase economic policy uncertainty (Baker, 2018). The predictability of
government and central bank economic policies for corporate managers will lead to greater
economic growth for companies by reducing uncertainty (Lensink, & Sterken, 2003). According
to standard macroeconomic theory, increased uncertainty may cause a temporary downturn in
economic activity. From a corporate perspective, irreversible investment provides a traditional
mechanism through which changes in uncertainty affect economic activity (Patel, 2023).

Case Study

Therefore, by properly understanding the impact of macroeconomic factors on this index,
economists and policymakers can adopt appropriate planning and policymaking. A study of the
Iranian economy shows that the economic growth, development, and welfare index has been
accompanied by many fluctuations, and different periods of monetary and fiscal policy shocks in
the Iranian economy are inevitable and have affected welfare indicators. Given that in most
studies, the impact of uncertainty of monetary and fiscal policy shocks on welfare in Iran has been
studied linearly and their impact has not been examined dynamically and impulsively so that the
impact of each shock resulting from real economic variables on welfare can be examined, the main
question of the present study is how do the structural shocks of uncertainty of monetary and fiscal
policies affect the welfare index? Therefore, the present study attempts to examine the impact of
shocks on the composite index of economic well-being in Iran during the period 2011-2022 using
a vector autoregression model. Accordingly, the hypotheses of the present study are as follows.

Theoretical framework

Economic shocks and uncertainty are now recognized as important realities of developing
economies, and have attracted much attention. The evidence for this claim is the large number of
authors who are engaged in studies in this field (Ameri & Perdadeh, 2016). Although economic
uncertainty is recognized as an integral part of today's and even developed economies, its
importance in developing and developed countries is not the same. The numerous crises in Latin
American and African countries, as well as the Southeast Asian crisis in the late nineties, were
indicative of the fact that developing countries are more vulnerable to crises than developed
countries. Especially since the analyses of the Southeast Asian crisis stated that the main cause of
this crisis was the vulnerability and weakness of the financial institutions of these countries, which
is a reality specific to developing countries. Hence, the importance of examining this phenomenon
in developing countries seems to be greater than in developed countries. Because these countries
are more exposed to crises and economic turmoil than developed countries (Hafezeyan, 2021).
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Shocks are of two types, the first type is predictable shocks, which are policy shocks, and the
second type is unpredictable shocks, which we will use in the definition of economic uncertainty.
The effects of each of these shocks remain on the economy for a while after their occurrence and
are the cause of changes in economic variables in subsequent years. However, not every change
in economic variables causes economic uncertainty, but only unpredictable shocks or random
shocks lead to economic uncertainty and uncertainty in economic activities. Therefore, we will
use random shocks in our definition of economic uncertainty. Policy shocks will be considered
due to the importance of the government's role in the economy and economic uncertainty, and
therefore some indicators that illustrate specific features of these shocks and link these shocks and
uncertainty will be presented at the end (Alodere, 2019). Shocks can be classified according to
their impact on specific macroeconomic variables. Therefore, this classification can be different
depending on the framework used for analyzing macroeconomic behavior (Haderi, 2014).

Methodology

The present study is applied in terms of purpose. In terms of its research design, it is semi-
experimental and uses a post-event approach. In terms of its nature and method, it is descriptive-
quantitative, descriptive research includes a set of methods that aim to describe the situation or
phenomena under study. In terms of the method of collecting information and data, this research
is first conducted in a library manner. Theoretical foundations are collected from books and
magazines, articles, and specialized Persian theses in the economic field. In this research,
databases, documents, records, and reports related to the status of macroeconomic variables in Iran
are used to collect information. After collecting data related to tax revenues and government
expenditures for the years 1390-1401, EVIEWS software is used for summarizing and calculating
the required data and for analyzing and analyzing the data. Time series data related to the research
variables are obtained from the Statistical Center of Iran and the Central Bank. The statistical
population of the study is data related to the macroeconomic variables of the Iranian economy in
the period 1390-1401. In this study, the structural vector autoregression (SVAR) model is used to
examine the effects of monetary and fiscal policy shocks on the composite economic welfare
index.

Discussion and Results

The value of the Hausman test statistic is given below, which is a reason for using fixed effects in
estimating pooled data, and its value was calculated by Iviews 9, where the null hypothesis is that
the estimators of the random effects and fixed effects models are not fundamentally different from
each other. If the null hypothesis is rejected, we conclude that the random effects method is not
appropriate and it is better to use the fixed effects method. The Hausman statistic has a chi-square
distribution with degrees of freedom equal to the number of estimated coefficients in the model.
If the calculated statistic is greater than the chi-square distribution of the table at a certain
probability level, then the null hypothesis is rejected. The findings from Table 4 indicate the
rejection of the null hypothesis at the 1 percent error level. After obtaining the results of the unit
root tests and ensuring that all the variables used in this study are first-order co-accumulated. Now
we can examine the existence of a long-term relationship between the variables. For this purpose,
the Kao test has been used. The results of this test are presented in Table (6). The results of the
covariance test show that the null hypothesis of no covariance between the variables cannot be
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accepted and, as a result, there is a significant long-term relationship between the variables
mentioned in the model.

Conclusion

Given that the Iranian economy is currently under great pressure on some tax bases, such
as corporate tax and payroll tax, this will lead to a weakening of the incentive for economic
and productive activities in the country and may even lead to injustice and an increase in
tax evasion in the executive system. In order to overcome this problem, careful planning
must be carried out to establish a system to expand the tax bases, which will increase tax
revenues and reduce the tax pressure on existing bases. In the current situation, when the
country's oil exports are facing restrictions and challenges due to the intensification of
sanctions by Western countries, in order to reduce the negative effects of these sanctions
and overcome the current critical situation, in addition to increasing foreign exchange
revenues from non-oil exports, the country's tax capacity must also be used in a more
desirable and effective manner. Of course, all domestic political and social capacities must
be utilized through greater convergence and the development of national consensus
between all political opinions and tastes within the system, as well as persuading public
opinion to help solve existing problems. The findings related to the first hypothesis are
consistent with the findings of the studies (Abdollahi et al, 2016), (Bofe et al, 2020),
(Enorkelark & Ensong, 2022), and (Samati et al, 2021), and based on the explanations
provided, the first hypothesis is confirmed.
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