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Introduction: Welfare is one of the main indicators of
development and the purpose of development is not to
produce more material goods or miscellaneous services,
but the goal of development is to develop the capabilities
and abilities of people so that human life is accumulated
more creativity and satisfaction.

Method: The vector auto regression model was used to
investigate the effect of real sector shocks on the social
welfare in Iran during the period of 1980-2019.

Findings: The results of the impulse response test showed
that the Amartya Sen welfare index showed a rapid re-
sponse to the shocks of total factor productivity growth
in the first period, which had a zero effect over time.
The utility-oriented welfare index reacts positively to
the shocks of total factor productivity growth in the first
period, which has decreased from the second period and
has become negative even from the fifth period. Amartya
Sen Welfare Index and utility-oriented welfare index
shows a positive and rapid response to real GDP per cap-
ita shocks in the first period, which is adjusted over time,
and from the seventh period. The Amartyasen Welfare
Index reacts negatively to oil revenue shocks and is very
weak. If the utility-oriented welfare index shows a posi-
tive response in the first period, but in the following pe-
riods, its effect is adjusted and remains partially positive.

Discussion: In the Iranian economy, employment leads to
increased social welfare, while in the long run, oil rev-
enues, GDP per capita and growth in total factor pro-
ductivity have led to a decrease in social welfare. There-
fore, in the Iranian economy, creating employment and
reducing unemployment is the most appropriate factor to
increase welfare.
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Extended abstract

Introduction: Nowadays, one of the most appropriate criteria for measuring the
economic situation of any country is to assess the social and welfare status, and
improving the social welfare of each society as one of the macroeconomic goals
should be considered by economic and social policymakers. Welfare indicates
purchasing power and ability to acquire facilities and living facilities (Vafaei, Mo-
hammadzadeh, Fallahi, & Asgharpour, 2017). Social welfare is also one of the
basic needs of society and by properly recognizing the impact of macroeconomic
factors on this index, economists and policymakers can adopt appropriate plan-
ning and policies. Among the variables that affect welfare, we can mention the
variables of the real economic sector such as productivity, economic growth and
oil revenues. Welfare is one of the main indicators of development and the purpose
of development is not to produce more material goods or miscellaneous services,
but the goal of development is to develop the capabilities and abilities of people
so that human life is accumulated more creativity and satisfaction. Therefore, the
use of single indicators such as GDP can not provide a comprehensive view of a
country’s welfare, and therefore the interest in the use of composite indicators has
increased in recent decades (Sharpe, 1999).

One of the factors affecting the welfare is the shocks of the real economic sector.
Because well-being is a concept that is used in all aspects of the social sciences,
given its broad scope, people do not have a right grasp of the concept of well-be-
ing, and there is confusion about the meaning of well-being. The meaning of hap-
piness, joy, health, success and prosperity is inferred from the word welfare, which
dates back to the twentieth century (Greve, 2008). Van Praag (1953) introduced
welfare as another expression of desirability. Pigou (1950) considers the elements
and principles of welfare to be related to each other and considers money as the
only way to measure it (Greve, 2008). Mc Gregor (2007) also believes that welfare
is not a new concept in development studies and more generally in philosophy
and social sciences, and many who discuss welfare refer to Aristotle’s concept. In
another view put forward by Panich (2007), wealth is not the goal of well-being
but is essential to achieving social well-being.

Western Economic Diversification (2001) on the concept of well-being argues that
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well-being is related to improving the situation of others and social conditions, and
well-being in how to communicate with others in the position of meeting the needs
of the parties. Therefore, the welfare of individuals cannot be studied without con-
sidering the social contexts of society. Thus social welfare in the form of various
forms including Bergson-Samuelson welfare function, Arrow social welfare func-
tion, individual social welfare function, Harsany Social Welfare Function, Atkin-
son social welfare function, Utilitarian Social Welfare Function, Rawlsian Social
Welfare Function, Sen Social Welfare Function And the generalized Sen social
welfare function is defined.

Among the variables that affect social welfare are economic growth, productivity,
oil revenues and employment. The main question of this paper is how does the
impulse of the real sectors of economy affect the welfare index? Accordingly, in
this paper, the effect of real sector of the economy shocks on the social welfare in
Iran during the period 1980-2019 has been investigated.

Metods: The research model according to the literature and theoretical founda-
tions of previous studies such as ((Mahmoudi, 2019); (Abbasian, 2007); (Cristea,
Georgiana Noja, Danacica, & Stefea, 2020; Shahikitash, 2014) (Osberg & Sharpe,
2000) is specified as follows.

LWAMAR=B+Y"_ B, LWAMAR , +Y'_ o LTFP_+Y"_ yt LPGDP_+YT_ 6,
LOILR, +Y"_ m541 LLAB, +¢,

LWELFCE=,+Y"_ B, LWELFCE_ +Y. o, LTFP_+Y" vy LPGDP_+Y"_ 6,
LOILR _+Y"_ m LLAB -+,

In the present study, the welfare index is defined based on the utility welfare func-
tion (Samuelson, 1966). LWAMAR: Total consumption expenditure (fixed price
in 2010) and LWAMAR: Amartya Sen Welfare Index is used as a welfare index
proxy. LTFP: Total factor productivity growth. LPGDP: Real GDP per capita at
constant price in 2010. LOILR: Oil revenues (in dollars). LLAB is the active pop-
ulation (as an employment proxy). L: natural logarithm and e: residuals of the
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model. So that, the vector autoregression model (VAR) was used to estimate the
model.

Findings:
Figures (1 to 5) show the response of the WAMAR and the WELFCE to their own
shocks.

Figure (1) Response of WAMAR to impulse itself

Response of LWAMAR to LWAMAR Innovation
using Cholesky (d.f. adjusted) Factors

1 2 3 4 5 5 I B 9 o 11 12

Figure (2) Response of WELFCE to impulse itself

Response of LWELFEC to LWELFEC Innovation
using Cholesky (d.f. adjusted) Factors

1 2 3 4 5 & 7 B 9 0 11 12

As can be seen in Figures (1and2), the WAMAR and Amartya Sen welfare index
had significant response to them shocks in the first period, which was adjusted

y.q
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over the time, So that It tends to be zero and stable.
Figure (3) shows the WAMAR response and Figure (4) shows the response of the
WAMAR to the shocks of total factor productivity growth in Iran.

Figure (3) Response of WAMAR to TFP shocks

Response of LWAMAR to DLTFP Innovation
using Cholesky [d.f. adjusted) Factors

1 2 3 4 5 5 7 8 g 10 1 12

Figure (4) Response of WELFCE to TFP shocks

Response of LWELFEC to DLTEP Innovation
using Cholesky [d.f. adjusted) Factors

1 2 3 4 5 5 7 8 9 o 11 12

As indicated in Figure 3, the WAMAR response rapidly to shocks of total fac-
tor productivity growth in the first period, so over time, its effect reaches zero.
Therefore, in the long run, the WAMAR index does not response to the shocks of

M.



Ol o3 (s3laidl sl amli oolad] 55 sleis slodilT o)

0

Investigating the Shocks of Real Sectors of the Economy ...

total factor productivity growth. Also in Figure (4), the WELFCE shows a positive
response to the shocks of total factor productivity growth in the first period, which
has decreased and has become negative even from the fifth period. This means
that in the long run, the WELFCE response negatively to shocks caused by total
factor productivity.

Figure (5) shows the response of the WAMAR and Figure (6) shows the response
of the WELFCE to the shocks of real GDP per capita in Iran.

Figure (5) Response of WAMAR to Per Capita GDP shocks

Response of LWAMAR to LPGDP Innovation
using Cholesky (d.f. adjusted) Factors

IS = = T =1
R
o

=
=

Figure (6) Response of WELFCE to Per Capita GDP shocks

Response of LWELFEC to LPGDP Innovation
using Cholesky (d.f. adjusted) Factors
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As shown in Figure (5), the WAMAR response positively to real GDP per capita
shocks in the first period, which in the long run the WAMAR react negatively to
real per capita GDP shocks. Also, in Figure (6), the WELFCE shows a positive
and significant response to the real per capita GDP shocks in the first period. But
its response is adjusted and decreases, even its response is negative. Thus, both
WAMAR and WELFCE respond negatively to GDP shocks in the long run.
Figure (7) shows the reaction of WAMAR and Figure (8) shows the response of
the WELFCE to the shocks of oil revenues in Iran.

Figure (7) Response of WAMAR to oil revenue shocks
Response of LWAMAR to LOIL Innovation

using Cholesky (d.f. adjusted) Factors

o

00

-0

Figure (8) Response of WELFCE to oil revenue shocks

Response of LWELFEC to LOIL Innovation
using Cholesky (d.f. adjusted) Factors
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As shown in figure 7, the WAMAR response to oil revenue and figure (8) shows
that the WELFCE shows a positive response in the first period, but in the long run,
its effect is partially positive. Therefore, in Iran, oil revenues have not been able
to affect the welfare index.

Discution: The present study used the vector autoregression model (VAR) to in-
vestigate the effect of real sector of economy on the social welfare index in Iran
during the period1980-2019. The results of the impulse response test showed that
in the Iranian economy, employment lead to increased social welfare. But GDP per
capita, oil revenue In the long run, oil revenue and total factor productivity have
reduced social welfare. Therefore, in the Iranian economy, creating employment
and reducing unemployment is the most appropriate factor to increase welfare.
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