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Introduction

Social security plays a critical role in shaping economic outcomes, and its influence on
various economic variables has gained significant attention in recent years. The frequent
occurrence of economic crises has heightened the focus on social security among
policymakers and academics, with a growing interest in understanding its broader
implications. However, while the academic literature extensively discusses the
relationship between social security and economic growth, the findings often remain
contentious, especially in political debates. A comprehensive examination of social
security's impact on economic variables, beyond just spending, is crucial. Previous
studies typically analyze social security's effect on economic growth from the
perspective of expenditure. Yet, social security consists of both resources and
expenditures, and it is essential to assess their distinct impacts. This broader approach
can offer deeper insights into how social security policies influence the economy. Given
the varied effects of social security resources and expenditures, comparing their roles
and evaluating their influence on economic growth and employment is vital. The current
research aims to bridge this gap by investigating the impact of social security resources
and expenditures on these key economic variables in Iran between 1988 and 2020. By
exploring both aspects, the study seeks to provide a more holistic understanding of
social security's role in the Iranian economy and contribute to informed policy
discussions.

1. Research method and data

This study explores the relationship between social security resources, expenditures,
economic growth, and employment in Iran using a Structural Vector Autoregression
(SVAR) model. Theoretical foundations and existing literature inform our analysis,
while the SVAR model allows us to consider both lagged and current values within a
system of interconnected equations. To understand the structural dynamics, we use the
AB model (Blanchard-Quah decomposition), which helps isolate and analyze the impact
of shocks or impulses within the SVAR structure. By applying this method, we aim to
examine how social security inputs and outputs affect key economic outcomes in Iran,
offering insights into the broader economic implications of social security policies.

2. Analysis and discussion

An impulse to insurance resources initially reduced income inequality to 0.018 but then
saw a steady increase, reaching 0.003 by the second period. This pattern indicates that
although a boost in insurance resources—often resulting from increased insurance
premiums—temporarily reduces income inequality, the effect diminishes over time, and
income inequality tends to revert to its original level after five periods. When we
applied an impulse to unemployment insurance resources, the initial reaction was an
increase in income inequality. However, by the second period, the rate decreased by -
0.003, before it gradually returned to its initial state by the seventh period. This suggests
that while unemployment insurance may initially contribute to higher income
inequality, it stabilizes over time. Comparing these two impacts, we found that an
impulse to general insurance resources initially lowers income inequality, while an
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impulse to unemployment insurance resources has the opposite effect. However, both
impulses tend to return to their baseline levels eventually.

An impulse to insurance expenditures decrease in income inequality to 0.017 at the
outset, with the reduction reaching 0.023 by the second period. However, after the
second period, income inequality began to rise and continued to increase until it
returned to its initial state. An impulse to unemployment insurance expenditures
resulted in a small initial decrease of 0.0013 but returned to its baseline by the fifth
period. The comparison between these impulses shows that insurance resources
generally have a more significant and lasting impact on reducing income inequality,
while unemployment insurance resources can cause short-term increases in inequality.
Moreover, insurance expenditures tend to decrease income inequality, but this effect is
less durable than the impact of insurance resources. The key take away is that insurance
resources play a critical role in influencing income inequality, and their effects are
generally more stable than those of unemployment insurance resources are.

3. Conclusion

Our study examined how social security resources and expenditures affect income
inequality in Iran, revealing distinct trends. When we applied an impulse to insurance
resources, income inequality initially decreased, but this effect reversed after a few
periods, returning to its original state. Conversely, an impulse to unemployment
insurance resources caused an initial increase in income inequality, followed by a
gradual decline. Looking at social security expenditures, both insurance and
unemployment insurance expenditures initially reduced income inequality, but their
long-term impacts varied. Insurance expenditures showed a larger reduction in
inequality during the second period, but the trend reversed over the following seven
periods. For unemployment insurance expenditures, the reduction in inequality persisted
for several periods, reverting to baseline by the sixth period. These findings suggest that
social security resources derived from insurance premiums require careful management
to avoid adverse effects on income inequality. Insurance expenditures appear more
favorable in the short term, while unemployment insurance costs offer only temporary
relief. Policymakers must carefully balance these effects, coordinating social security
strategies with broader macroeconomic policies to ensure that they support economic
stability and do not inadvertently worsen income inequality.
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