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Abstract

The policies used by governments in emerging and developing economies during the financial
transition have always faced the question of what impact the central bank’s interventionist
monetary and currency policies have had on banks’ risk-taking. In this research, the impact
of monetary and foreign exchange policy on the risk-taking of commercial banks was
investigated, and in this way, a sample consisting of 15 stock-exchange banks from 1386 to
1400 was investigated using the quintile regression method and the state space method. The
estimation results showed that monetary and currency policies have a positive relationship
with liquidity risk. In addition, the findings showed that with the beginning of sanctions, the
liquidity risk of banks has increased and the impact of monetary and currency policies on
larger banks has increased. Therefore, small banks are less likely to go bankrupt compared
to large banks.
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1. Introduction

Concerns related to the risk of banks, such as the increase in non-current claims, the
increase in interest rates, etc., have always been the focus of financial and banking experts,
which have their roots in the unfavorable conditions of the macroeconomics and the
performance of banks (Mahrous et al., 2020). This research tries to link the microeconomics
of banks to the macroeconomics and provide an explanation for the risk management of
banks. Developments and challenges that occur in the field of macroeconomics, through
the channel of assets and liabilities, strongly affect banks and in the long term, they spread
to the real sector of the economy, and in this regard, the role of banks It is important as
financial intermediaries. This issue is so important that the subsequent global and regional
financial crises, such as the 2008 financial crisis, have had a significant impact on the global
economy. The economic conditions should be sufficiently strengthened by strengthening
the risk management of the banking network, and through capital and liquidity
requirements, it should clearly seek to prevent the occurrence of financial crises (Amobila,
2017).

2. Materials and Methods

STATA software will be used to test the research model, and the quintile method and state
space method have been used to evaluate the basic model. Considering that the size of the
considered banks in the statistical population is different, the use of common methods such
as panel data regression makes the coefficients of all banks to be the same. To solve this
problem, we use the quintile method, which, based on the type of low, medium and high
quintile, obtains the effectiveness of monetary and currency policies on bank risk based on
the size of the bank and the risk-taking of banks separately. And as a result, the coefficient
that is estimated for large and small banks will be a different coefficient, and as a result,
the coefficient bias will be lower. On the other hand, by using the state space method, first,
the coefficients obtained by the quintile method are examined. The second feature of the
state space method is that it presents the value of the coefficients in different years and the
bank's risk-taking behavior and examines it during the period of sanctions and without
sanctions.

3. Data

The data collected from the panel of Iranian listed banks; has been used including Saderat
Bank, Tejarat, Mellat, Saman, Shahr, Pasargad, Capital, New Economy, Post Bank,
Persian, Iran Zemin, Middle East, Karafrin, Day and Sina. According to the time domain
of the research (1386-1400), it is annual and the sample has been selected sufficiently in
such a way that the selected sample is favorable to the statistical population and the
possibility of generalizing the results to the entire statistical population based on statistical
criteria is certain. The data used to measure the risk-taking behavior of banks and their
unique characteristics have been extracted from the Central Bank database and the Coda
site. It should be noted that the control variables in this research are considered based on
the structure of domestic banks and the possibility of connection with the dependent
variable, and among several control variables that have the ability to influence the
dependent variable based on theoretical literature and previous studies. Internal, control
variables such as; Bank size, profitability, competitiveness, inflation rate and economic
growth are selected.
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4. Discussion

The results show that there is a direct relationship between monetary policy and liquidity
risk. When monetary policy increases by 1%, liquidity risk increases by 0.04% (according
to Q50). Because if an expansionary monetary policy is applied in the country, the number
of deposits and short-term debts of banks will increase. As a result, the ratio of liquid assets
to deposits and short-term debts increases and the liquidity risk of banks also increases.
The impact of monetary policy on liquidity risk is different in the upper quintile (Q75) and
the lower quintile (Q25). The impact of monetary policy for banks with low liquidity risk
is equal to 0.08 and for banks with high liquidity risk is equal to 0.06. This means that
banks with higher liquidity risk are less affected by monetary policy. Therefore, the
expansionary monetary policy causes an increase in the current and short-term deposits of
the banks, and as a result, the liquid assets of the banks increase. With this increase
according to the definition of liquidity risk, this risk increases for banks.

Using the estimation of the state space method, the obtained coefficient for monetary
policy is qualitatively similar to the estimation of quintile regression and is equal to 0.17.
But the second feature of the space state regression method is that it shows the value of the
coefficients in different years. The impact of monetary policy on liquidity risk has been
different in different years, but its trend has been increasing. With the intensification of
sanctions since 2009, liquidity risk has always increased. That is, during the sanctions
period, due to the increase in monetary volume and expansionary monetary policy, the
liquidity risk of banks has always increased.

There is a direct relationship between the liquidity risk and the exchange rate, and with
a 1 per cent increase in the exchange rate, the liquidity risk of banks increases by 0.03 per
cent. Therefore, the currency policy leads to an increase in the supply of dollars in the
market, so the number of money increases, and as a result, the current and short-term
deposits of banks increase. As a result, the liquid assets of banks increase and the liquidity
risk of banks increases.

The effect of foreign exchange policy on banks with low liquidity risk is equal to 0.06
and for Banks with high liquidity risk is equal to 0.04. This means that banks with higher
liquidity risk are less affected by foreign exchange policy. Using the estimation of the space
state method, the obtained coefficient for the current policy is equal to 0.68, which
qualitatively confirms the results of the quintile regression. But the feature of the state space
regression method is that it presents the value of the coefficients in different years. With
the intensification of sanctions since 1389 and the start of sanctions on Iran's banking
sector, the impact of foreign exchange policy on liquidity risk has increased from 0.61 in
1389 to 0.84 in 1400.

5. Conclusion

The main purpose of this study was to examine the relationship between monetary policy
and foreign exchange policy with the liquidity risk of listed banks in Iran between 1386
and 1400, emphasizing the two sanctions periods. In line with this goal, the role of bank
size, profitability, competitiveness, inflation rate and economic growth in adjusting the
effect of monetary policy and currency policy on banks' liquidity risk was investigated. The
research results showed that the relationship between monetary policy and liquidity risk is
positive and significant. Using low and high quintiles, it can be said that banks with higher
liquidity risk are less affected by monetary policy. From the point of view of the state space
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method, the results of quintile regression are confirmed. Also, there is a positive and
significant relationship between the exchange rate and liquidity risk. According to the
lower and upper quintiles, banks with higher liquidity risk are less affected by the currency
policy. With the help of the regression results of the state of space, it can be said that in
both periods of sanctions, the effect of monetary and currency policies on liquidity risk
increased, but this effect was much greater in the second period of sanctions.
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Graph. 1: The relationship between monetary and foreign exchange policies to the bank in the
form of a relationship between micro and macro economy (Amobila, 2017).
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Graph. 1: The relationship between monetary policy and liquidity risk in different quantiles
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Graph. 1: The effect of monetary policy on liquidity risk during the period 1386 to 1400
(source: research findings).
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Graph. 1: The relationship between currency policy and liquidity risk in different quantiles

Q75 Q50 Q25 Syl s
ofe¥ of oY [ pn e
(+/AN) (+Ivv) (Y/¥Y) S Cale
./.f‘i‘!ﬂ?‘&‘ '/"“!«“*'ﬁé '/'Y'ﬁé . B
(¥/59) (Y/5¥) (Vva) (SRS
] RV ]y
S, 33l
(Vo) (¥/+¥) (VYY)
R /ey —o/ey ]
(-1/54) (-V/o3) (-+/aY) P
—.]0 .y —]Y ]
(-V/¥¥) (VYY) (-V/¥A) F>
R R —fey
olaidl A,
(-V/-¥) (/) (V)
_V/iAMw _Y/\\mm _\/\\maas T l )
(-¥/+) (-Y/3A) (-¥/o0) I

2Geio (gl txiie

2l &S Cul +IEA L ply (5] Canliw (gl odal Canddy o ju Lad cls by, )9l 5l ookl L
el e o Sl () L3 Sl (ygmnSy gy S Ll 05 o sl S 5311, LIS (g
O 0275 905 9 WA Jlos 5l layes o wasiis b & laged b illae ilad o )] cilio (sl Jlo 5 1,



0t 3mtyE g3l ol lhro dobiLund d'/Lf’ K 7 53l b “

SIAE 4 WYAR Jlo 3 18 515 asl il (Soas Sy 65)) sl 15l e ool 598 (SOl

.Llwol DJ%M) \\c” JL& ).)

0.9
0-85 _0.84
~ 7082
.
0.8 _ - 079
/077
0.75
0.72
0.7 0.67 ‘lj?/n{
0.63,r"0'.'5;
r

0.65 >
0.61 0.61 “

0.6 T T T T T T T T T T T T T T 1
© AN P D R N D ™ O N PO O
A° 4D ABT 4D 4D D7 DY 197 4D 4D’ O O O° S O
AN ASIN RN NN NN NN NN IIEN NN &

(Bafos GBABl s aui0) VE+ o U IYAT byg3 (b (Kipals Sansy 1 (53] Comrlow il 21 lag00
Graph. 6: The effect of currency policy on liquidity risk during the period 1386 to 1400
(source: research findings).

ey 390 393 Jsb 3 (K Sy (6l Coslew 186 o ps S e & Jlaged ool L
P9> 8)93 9 Cuwl 0392 w2 25 Jol 89 98 b 9 VWA Jlo Jl Gl (pl g9y el aidly (2138
9 (Sl Sy 3 Gyl Sl 3l 0B and oo (L5 3905 ] anl Al dldl 35 oy
sl 035 w2 e 25 B )90

a3l g ol e (Jgr Camliw y5b s j3 SO 851001 45 amd e ol adllas ) 1SS 3100 -
Orlply s (Gyidn (0B Say @hb 55 Gl cwl jblas (Sai Sy p be]
b il aidl, cpl o5yl3)5 5 (6yieS  SiwSidyg Jlain] 31 53 (slacsil b duslio ) SargS slacsil
) cdllas (W) GhlSen 9 € 2lop 5 (Voo A) OhlSen 5 €raa® (Vo 1)) €l jo» 5 € gl

Albeos ity ( Suas Sagy p Ll Wb e @shew & LS 15,9ldew —
ol 48,5 )18 Jop sacuslow

b oolasdl us)y o g)bline (gylol Lol alyp)lis suio slogSl Ly s 1 gdLaidl sy —
D) 392y (S dh S

S8 Sy b oy £ o (yblae (el byl sblis 800 (agSI oy 0 ol 10595 & 9

..))LL; .39>9



Sy Gl 31 L &S ol o ne 2315 Jline g use bls,l (Koo Sy b (g bl 16 g cold,

Ll (Y1) ) Kan 5 '€ gl SS9 &b b 4 ool b o il oSl o (s piocaldy ( S

20,5 o

S5 4ot .0
1 ey SLSSL (Soad Sy b )l colow 9 g conlow (g dlaily gy ddlllas opl Lol Cun
S Sy 1 () Comlow 5 Jon Conlow 1 s 5> (o0laBl A3 g py55 ¢ cg pdiald) (5 yglogu
Jolins 5 Caste | S5 Sy g o ol 3 Al 31305 3o golis 15 gBly oy Dy90 eSSy
5 olitl b s GtalsEl Zelo¥ |y ool Sl Sy oo pre shopnSy il ol
UCoT a8 St gy (Sdh Sy gy &5 oSOl &5 iS50 YU g oyl sla bllsS
Cuto Al (yrizen D580 32l SIS (g0 il Lad s g, ate 0505 s )8 Jg Cusls

9 2 > S e Lid Sl (g )S) S S8 L 058 oo )15 )l Gl bicos 1S Aits
o2 265 9 8,93 13 (5 )5 51 ool Lol o iy (S Sy 2 (53 9 32 sloslias 13b 2,56 890
Gl 039y iy il yody

NS g (St Sy g Jop Conlis Cto 56 B o Stimgly ol I Sl gl 4 g
Bl L i g38 0 Sl g 9> 457 33,5 oo oty I sl 0392 293 9 Jgl 893 (Sl 1205 )3 (S Snn
Sl (S Sy s Co e Olodio by €5 Gall y Jgn o (B8 e (SLBI Jg Cuslow
] pg3) clple fcal oad (Soal Sy (Rl cage w20 & cpl e U5 e sl LSSl
Dy (g i 2905 oLl slacuwlow

ey ego275 bl 53 ] A5 g (KB S g 5) 5 o dlasly rishae Lo S ol
A Sy b led 33551 l3k pin Sl Gl bl SBST L (63550 SOl g o oS 335 o
Lgsb Jocie w05 basl b 1 (608 ol STl 52 )bl 51 g Bl ials” acSGL

I sl J S 4 (Llos (6550 Sb g gd (098 Jloel (blusl slacuslow &5 (5590 5
oaals S8 4 sl SSL g cpl 10 00,8 o AL Sy o] 381 Corgo aocs yd bl adls (65
bass fas (Sejed sl 1) 355 185 b oy (g 008l (Sl Sy aloxjl 053 slacSin,
SR Sy @xyd g Al el SaeolisS sy pay g Wodys JS 4 oxigdads sl ol Cond

Lbpials

1. Degl’Innocenti



sl 215 (s3baBl SolxSlao doliLiad d,'/&{’ {15/ 6 22 s

&3 5wl
Oyl (630)8 slaidl Glllas ole doliliad wlil olyels 5l as” siby o p3Y 055 Baiwss o)LL

Aoles J10,08 dlde e 4y yadSy $gy 9 d9ue (Sly

el b sl 8 515 5 (5155 6y s, 1 lie ) Setd 4y gy b & 15,13 o pMel Bty

ol 48 )3 Cjgo BN g plo @)llas o

Q8ls L5

aluls

Sy Sy JUB 3529 oy (ITAV) daj ol LB g fospes ol oy S8 colugledal —
Y-¥V WY owlad]) gl clbidw dolidad Lolpl (SSLopla 0 Jo Cuolw
https://ensani.ir/fa/article/387929

Slaslde Jdoo» (VW) on,Slie s cpms 9 Dgmunns ¢ Sdlo fpeadlie (ol ¢y ¢ il —
diaid] dolihas & o1516S omw )5y 3,555, 10yl (e3lai8l o yoo byls 0 Jgr b Jlanl sl JUK
doi: 10.22034/amfa.2022.1913615.1505. ¥V-¥& :(Yd 4 Y¥) Vo (o, l5

Sy 9 (Jo2 Gl alagly o (Ldoo» (WWAD) ¢yl o0 SgilS g folact ¢ ybies] € ygaui ¢ Slosy -
https://sid.ir/paper/263728/fa ¥Ya-¥+0 :( VAW Sl Jo (slo jingis Lol ol (SOL aSis (g pdy
URL: http://qjerp.ir/article- YEV=YV+ :(AV) YO (oolaidl slocusluw g b jing s dolilad « ) ) slacSSL
fa.html1-1264

bzl slaculus Slaebsll 3T (Ve ) aible o b3 g ¢ deel ¢ Jole <ol ¢ Slalys c5065 —
daid] gilddo dolidad K Jad e 2595 (saddds b dtunendgs Jho 3,59 il odlaiwl b j)l &5 Sllwgs 5
.doi: 10.22075/JEM.2021.22243.1547 N ¥V=\VYY :(\ olo :F) O ¢ 2xiw

9 sl b oy (M +) cdam ymeadl 5 Dgeme w3ljdgame flblu |yl ( owgagls —

.DOI: 20.1001.1.23452870.1400.9.36.1.3.

- Altunbas, Y.; Gambacorta, L. & Marques-Ibanez, D., (2010). “Does monetary policy
affect bank risk-taking?”. https://papers.ssrn.com/sol3/papers.

- Amobila, G., (2017). “Monetary policy, Exchange rate and Bank risk-taking in SUB-
SAHAR Africa”. University of GHANA, College of humanities. DOI:
10.2139/ssrn.3060941.



- Anwar, S. & Nguyen, L. P., (2018). “Channels of monetary policy transmission in
Vietnam”. Journal of Policy Modeling, 40(4): 709-729.
https://doi.org/10.1016/j.jpolmod.2018.02.004.

- Bastin, H.; Thabet, S. A.; Salehi, M. & Hosseinpour, A., (2019). “Comparative
analysis of monetary policy transmission channels in Iran's economic sanctions: quantile

regression approach”. Applied Economics, 10(34): 31-46.
doi: 10.22034/amfa.2022.1913615.1505 (In Persian).

- Chang, R. & Velasco, A., (2000). “Financial Fragility and the Exchange Rate”.
Journal of Economic Theory, 34: 1-34. https://doi.org/10.1006/jeth.1999.2621.

- Chen, L.; Du Z. & Hu, Z., (2020). “Impact of economic policy uncertainty on the
exchange rate wvolatility of China”. Finance Research Letters, 32(2): 1-5.

https://doi.org/10.1016/j.1r1.2019.08.014.

- Cortright, D. & Lopez, G. A., (2000). “Learning from the sanction’s decade”. Global
Dialogue, 2(3): 11. https://openurl.ebsco.com/EPDB%3Agcd.

- Delis, M. D. & Karavias, Y., (2015). “Optimal versus realized bank credit risk and
monetary policy”. Journal of Financial Stability, 16: 13-30.
https://doi.org/10.1016/j.jfs.2014.11.004.

- Delis, M. D. & Kouretas, G.P., (2011). “Interest rates and bank risk-taking”. Journal
of Banking and Finance, 35(4): 840-855. https://doi.org/10.1016/j.jbankfin.2010.09.032.

- Degl’Innocenti, M.; Fiordelisi, F. & Trinugroho, 1., (2019). “Competition and
stability in the credit industry: Banking vs. factoring industries”. The British Accounting
Review. https://doi.org/10.1016/j.bar.2019.03.006.

- Drehmann, M. & Nikolaou, K., (2009). “Funding Liquidity Risk: Definition and
Measurement”. European Central Bank, Social Science Research Network,
https://doi.org/10.1016/j.jbank{in.2012.01.002.

- Gagnon, J. E. & Ihrig, J., (2004). “Monetary Policy And Exchange Rate Pass-
Through”. International Journal of Finance and Economics, 9: 315-338.
https://doi.org/10.1002/ijfe.253.

- Goldstein, M. & Turner, Ph., (1996). “Banking Crises in Emerging Economies:
Origins and Policy Options”. Bank for International Settlements, BIS Economic Papers,
46. https://books.google.com/books?hl.

- Gudarzi Farahani, Y.; Adeli, O. & Ghorbani, A., (2020). “The Impact of Economic
Policy Uncertainty on Exchange Rate Fluctuations with using the Nonlinear
Autoregressive  distributed lags Model (NARDL)”. Journal of Econometric
Modelling, 5(4): 147-171. DOI: 10.22075/JEM.2021.22243.1547 (In Persian).

- Hajmousavi, S.; Mahmoudzadeh, M. & Adibpour, M., (2021). “Investigating the
Effect of Monetary Policies on Banks' Risk-Taking, Cross-Country Study”. Journal of
Urban Economics and Management, 9(36): 55-76. URL: http://iueam.ir/article-1-1757-
en.html (In Persian).

- Islamloiyan, K.; Yazdanpanah, H. & Khalilnejad, Z., (2017). “Investigating the
existence of monetary policy risk-taking channel in Iran's banking system”. Economic
Modeling Research Quarterly, 31: 7-41. https://ensani.ir/fa/article/387929 (In Persian).



ol 2 ol s i td D Ll’,, K o 53l b “

- Iwata, S. & Wu, S., (2006). “Estimating monetary policy effects when interest rates
are close to zero”.Journal of Monetary Economics,53(7): 1395-1408.
https://doi.org/10.1016/j.jmoneco.2005.05.009.

- Jiménez, G.; Ongena, S.; Peydro, J.-L. L. & Saurina, J., (2008). “Hazardous Times for
Monetary Policy: What Do Twenty-Three Million Bank Loans Say About The Effects of
Monetary  Policy on  Credit Risk-Taking?”.  Documentos de  Trabajo
(Vol.82). https://doi.org/10.3982/ECTA10104.

- Kafaei, M. & Rahzani, M., (2016). “The study of the impact of macroeconomic
variables on the liquidity risk of Iranian banks”. Economic Research and Policy Quarterly,
25 (81): 261-310. URL: http://qjerp.ir/article-fa.html1-1264 (In Persian).

- Mahrous, S. N.; Samak, N. & Abdelsalam, M. A. M., (2020). “The effect of monetary
policy on credit risk: evidence from the MENA region countries”. Review of Economics
and Political Science, 5(4): 289-304. doi/10.1108/REPS-07-2019-0099.

- Montes, G. C. & Peixoto, G.B.T., (2014). “Risk-taking Channel, Bank Lending
Channel and the Paradox of Credibility”. Evidence from Brazil, Economic Modelling, 39:
82-94. https://doi.org/10.1016/j.econmod.2014.02.023.

- Neuenkirch, M. & Neumeier, F., (2015). “Always affecting the wrong people? The
impact of US sanctions on poverty”. The Impact of US Sanctions on Poverty (April 6,
2015).  University of Trier  Research  Papers in  Economics, (3/15).
http://dx.doi.org/10.2139/ssrn.2590259.

- Rahmani, T.; Ahmadian, A. & Kianvand, M., (2016). “An analysis of the
relationship between monetary policy and risk-taking of the banking network of Iran”.
Monetary and Banking Research Quarterly, 9 (29): 425-405. https://sid.ir/paper/263728/fa
(In Persian).

- Surico, P., (2003). “US monetary policy rules: the case for asymmetric preferences”.
Bocconi University, Milan (February). http://dx.doi.org/10.2139/ssrn.331740.



