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Abstract

The aim of this paper was to investigate the effect of volatility of macroeconomic
variables on the solvency of the insurance industry in Iran. In this regard, the data
of insurance companies has been collected during the period of 2011-2022. In
order to achieve research aims, vector autoregression (VAR) method has been
used. The statistical population of the present study was Iran, Asia, Alborz, Etkaei
Amin and Iranian insurance companies. In this study, first, using the GARCH
model, the volatility index of macroeconomic variables was extracted, then the
effect of the shock of the volatility of macroeconomic variables on the solvency
of insurance companies was investigated in the form of IRF diagrams. The results
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the shock of production fluctuations, exchange rate and inflation rate has led to
a decrease in the solvency of the insurance company. Based on this, instability
and fluctuations in macroeconomic variables lead to an increase in uncertainty
in the economy, and this reduces the financial strength of the insurance company
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and the ability to adhere to the financial obligations of the companies.
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1. Introduction

Today, in most countries of the world, the
method of financial monitoring of their
performance is used to monitor insurance
companies. Calculations related to the
ratio of financial wealth in different
countries are based on financial wealth
models. In Iran, since 2013, all insurance
companies have been required to calculate
the financial wealth ratio based on the
69th regulation of the Central Insurance.
Economic variables such as inflation rate
and exchange rate are among the
important economic variables that have a
very high effect on the insurance industry
through insurance premiums and claims
paid. Therefore, changes in these variables
have an important effect on the insurance
industry.

Considering that insurance companies
in Iran are privately managed. Examining
their financial well-being is of particular
importance, and also examining the
factors affecting financial well-being helps
insurance companies to identify all the
effective factors and to measure the
factors affecting financial well-being in
order to identify weaknesses and
shortcomings.  Insurance companies
should be better identified and the factors
that have a greater impact on increasing
financial prosperity should be
strengthened. On the other hand, the
examination of various factors on financial
wealth based on the statistics available in
the country can localize the definitions of
financial wealth and a more accurate level
of financial wealth can be measured for
different insurance companies.

According to the contents, the question
is raised, what was the effect of
macroeconomic variables on changes in

financial solvency? And how are these
macroeconomic variables in the insurance
industry and what effect did they have on
changes in financial solvency?

2. Method

The present study is of an applied type and
the method of examining the hypotheses
and answering the research question is
based on the documents included in the
financial statements of the banks as well as
the statistics and information included in
the databases of the Central Bank and
Central Insurance of Iran. The
econometric methods used in this study
are the generalized autoregressive
conditional = heterogeneous  method
(GARCH) and vector autoregression (VAR).
The method of data collection is the library
method of the document branch. The time
domain of the present study is the period
of 2011-2022 based on the frequency of
seasonal data. The geographical area of the
present study is the country's insurance
companies. Noting that the purpose of this
article is to investigate the effect of
fluctuations of macroeconomic variables
on financial prosperity of insurance by
using seasonal data, first the unit root test
and co-accumulation between the
research variables have been done, then
using the econometric methods of the
data Time series is used to estimate the
relationship between variables. The
variables used in this research include
gross domestic product, inflation rate,
exchange rate and insurance financial
prosperity. The variable of financial wealth
is based on the financial ability of the
insurance company to cover its accepted
risks. This variable is a ratio that measures
the financial strength of the insurance
company and is obtained by dividing the
amount of available capital by the amount
of required capital. The information
related to the mentioned variables has
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been collected from the website of the
Central Bank, the statistical quarterly
reports of the Central Bank and the
statistical yearbook of the Central
Insurance.

3. Findings

In this study, using the GARCH model, the
volatility index of macroeconomic
variables was extracted, then the effect of
shock fluctuations of macroeconomic
variables on the financial solvency of
insurance companies was investigated in
the form of IRF diagrams. The obtained
results indicated that in most of the
insurance companies used in the
statistical sample, the shock of exchange
rate fluctuations and inflation rate led to a
decrease in financial prosperity and
production fluctuations led to an increase
in the financial prosperity of the insurance
company. Based on this, instability and
fluctuations in macroeconomic variables
lead to an increase in uncertainty in the
economy, and this issue reduces the
financial strength of the insurance
company and the ability to adhere to the
financial obligations of the companies.

4. Results

The results showed that in all the studied
companies, the shock from the variables of
inflation rate fluctuations and exchange
rate fluctuations had a negative effect and
production fluctuations had a positive
effect on financial prosperity. Considering
the negative impact of the fluctuations of
macroeconomic variables on the financial
prosperity of the insurance company, it is
suggested to the insurance companies to

, 2024, 19(41): 29-53.

plan and implement policies of including
diversity in their services, use of new
technology systems and advertising. Since
the fluctuations of the inflation rate and
exchange rate have a negative effect on
the financial prosperity of insurance
companies, it is recommended that
insurance companies seek to reduce the
sensitivity of their income portfolio to
these variables. Among the things that are
suggested to reduce this issue is that a
group of insurance premiums should be
proportional to the average damages
earned, for example, car insurance
premiums  should be determined
proportional to the damages reflected by
the insured. Also, considering the effect of
production fluctuations on financial
prosperity, it is suggested that insurance
companies act in line with business
periods in determining their insurance
premiums during economic booms and
recessions.
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