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Abstract

Thepolicies 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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form of a relationship between micro and macro economy (Amobila, 2017).
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(source: research findings).
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banks (source: research findings).
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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
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Graph. 6: The effect of currency policy on liquidity risk during the period 1386 to 1400
(source: research findings).
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